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FULL EMPLOYMENT AND SECURITY OF LIVELIHOOD 


1. THE idea of subsidising wages has often been discussed by 
economists; from among men of action reference is due to the 
late Lord Melchett. This article is intended to revive the subject. 
Not claiming to add anything to economic theory, it is designed 
rather as an essay in political economy, a kind of contribution 
easier to compose and perhaps more acceptable to the reader in 
these distracted days; professional economists will find some 
repetition of familiar truths. On the other hand, it does not 
claim to offer a plan likely to be readily acceptable to public 
opinion. It is surely in the best tradition and right that the 
proposals of economists should encounter mental resistance in the 
first instance. That was certainly the case with Free Trade. If 
the plan seems rather far removed from current projects, one 
should not be too discouraged. The problem of unemployment is 
not likely to become acute immediately after the war, nor, when 
it does, is a satisfactory solution likely to be found quickly. Thus 
there will be time for the public mind to accustom itself to a 
novelty, if only it can be properly presented. One should not 
under-rate the adaptability of public opinion; if at times it seems 
rather stodgy and inert, may not that be due to the lack of 
initiative in those who should be offering it new paths of thought ? 

2. It has for some time come to be an established maxim that 
society is responsible for seeing that all who work for it get some- 
thing in the nature of a living wage. The question arises whether 
this is consistent with making the remuneration of the worker a 
charge upon the consumer of his product in every case. Mean- 
while the social conscience or public opinion has advanced to a 
new position. It is now widely held that society is also responsible 
for securing that there shall be “full employment.” This surely 
brings the matter toa head. Is it really possible to have a system 
in which work is found for all, in which all workers are paid a 
“living wage ” and in which at the same time this living wage is 

1 Alfred Mond, Industry and Politics ; chapter entitled, “‘ The Unemployment 


Problem.”’ 
No. 212.—vot. Lu. Y 
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charged against consumers who retain complete freedom of action 
as regards what they will purchase ? 

3. I do not refer to the difficulty which would arise if public 
opinion came to have Utopian ideas about what a living wage 
should be. No society could pay its members wages which 
exceeded in value what on average they were able to produce. [ 
shall assume in what follows that the British public will not fall 
victim to such illusions, and that it will relate its standard of a 
living wage to our powers of production in this present phase of 
our industrial development. By living wage I shall mean a 
practicable living wage, and I define a practicable living wage as 
one which could be paid out of the value of the product of industry 
to all potential wage-earners, leaving sufficient over to provide a 
profit incentive where necessary, together with pay at customary 
or proper rates to members of the community not falling within 
the ‘‘ wage” system. Disputes might arise regarding these 
customary or proper rates, but the magnitudes at issue are 
probably not great enough to affect the drift of the argument. 

4, This sober definition of a living wage does not resolve the 
dilemma referred to in the second paragraph. A living wage 
might be no greater than the average net product of potential 
wage-earners, no greater, that is, than their average product less 
suitable deductions for other members of society, and yet exceed 
the level at which employers will be stimulated to take on sufficient 
labour to give “ fullemployment.’’ The average net product may 
exceed by a substantial amount the value which many workers, 
if only they were taken on, could add to the output of the firms 
that employed them. These “ many workers” may constitute a 
substantial percentage of the whole labour force, and, if they are 
not employed, there may be a degree of unemployment which 
revolts the social conscience. 

5. It need not be assumed that the skill and industry of these 
workers are below the average. Their small contribution to value 
need not reflect a low output in physical terms. Rather it is due 
to our industrial and market organisation for reasons that are 
familiar to economists. In perfectly atomistic competition the 
value of a worker’s net contribution in any line of output would be 
proportional to the physical amount of it, and a practicable living 
wage, defined as in paragraph 3 and scaled to allow for variations 
in individual skill and effort, would secure fullemployment. But 
where in each line of output the producing organisation is respon- 
sible for an appreciable fraction of the market requirements, equal 
additions to physical output make diminishing additions to the 
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total value of the organisation’s output. These additions to 
total value may become negative while the value of the addition 
is still substantially positive. Growth in the size of businesses 
and in the activity of trade associations or of other organisations 
for securing “‘ self-government in industry ’’—and by all tokens 
this seems likely to proceed further after the war—will accentuate 
this phenomenon. 

6. Has not the time come, therefore, when some radical change 
in our system is necessary? The twin doctrines of a practicable 
living wage and full employment, which are now favoured by most 
people whatever their “ politics ’’ and seem inherently reasonable, 
set us a new intellectual problem. One way of achieving both 
aims would be to adopt a communist or other variety of fully 
collectivist system. I exclude this solution. I suggest that the 
only method of achieving both aims within the ambit of anything 
like our present free system is to devise some method by which the 
living wage shall not in every case be charged in full against the 
particular employer who provides the employment. 

7. Asimilar conclusion may be reached by a somewhat different 
process of reasoning. We may ask, In what circumstances does 
the setting of a man to do work benefit the rest of society? The 
answer presumably is, Whenever the value to the rest of society 
of what he produces exceeds what he is paid for producing it. 
The rest of society then gets more than it has to give up in order to 
get it. But we must examine closely the meaning of the words 
“ what he is paid for producing it.”” This might be taken to mean 
his wages. And by the working of our system a man is not usually 
put to work unless the net value which he adds to his firm’s output 
does exceed his wages. But this is not the strict and proper 
meaning of ‘‘ what he is paid for producing it.” When a man is 
paid wages, he is given purchasing power which entitles him to 
draw so much out of society’s pool of goods. But if he were not 
employed at all, he would not receive nothing; he would receive 
a benefit also entitling him to a certain command over goods. 
Consequently what society pays him for working is strictly not 
what he receives as a wage, but that amount less what he would 
receive if unemployed. The other members of society gain by his 
being put to work, provided that the net value to them of what he 
produces exceeds the difference between his wage and what he 
would receive if out of work. Let us suppose the former to be £3 
and the latter £2 a week. If the net value of what he produces 
exceeds £1 a week, the rest of society gains by his being put to 
work. But under our system he will not be put to work unless 
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the net value of what he produces is at least £3 a week (or more, if 
the value he adds to the firm’s total output is less than the value 
of his additional output, i.c., if the firm’s market is restricted). In 
so far as many men are out of work who could produce when in 
work goods worth more than £1 a week, the rest of society makes 
a dead loss in respect of any excess in the value of those goods over 
£1 a week. Thus it may well be that our system causes a loss to 
members of society other than those out of work of many million 
pounds a year. Having regard to the narrowing margin between 
wages and unemployment benefit and the social malaise and 
deterioration of human capital caused by unemployment, it is 
probably not far from the truth to say that the rest of society 
would gain by a man being employed, provided that the value of 
what he produced was anything more than nothing. In order to 
implement this idea and gather in these values for society, it is 
desirable to charge the would-be employer for the labour he 
wishes to employ not indeed nothing, but whatever sum, 
down to nothing, would stimulate employment sufficiently to get 
the whole labour force into work. The problem is to combine 
that stimulus to employment which would occur if employers had 
to pay not more than its “ market value ”’ for the labour they 
wished to employ with the guarantee of a living wage to those 
workers who discharge their tasks conscientiously. 

8. If one thinks on simple lines about this matter—and it is 
foolish to strive after subtlety until one has tried out the simple 
lines—the right way to secure full employment in a society 
operating mainly by the profit motive would appear to be to devise 
a method for making labour available at rates at which it can all be 
profitably employed. This is surely more sensible than to seek 
piecemeal and roundabout methods such as those kinds of Public 
Works that are devised for no other purpose than to give employ- 
ment, or special stimulants to special industries, all of which 
together may fail to provide sufficient work and which may entail 
great waste. And if it happens that these rates of wage fall below 
what are regarded as “ living wages,” then they should be made 
up from another source. Provided that the “living wages ”’ do not 
exceed the average net product of labour, as defined in paragraph 3, 
then it will certainly be possible to make the wages up out of the 
pool of total national output, while still leaving enough over for the 
profit incentive, etc. In principle, then, this solution is possible, 
and the difficulty is to devise the machinery for implementing it. 

9. This will be considered under four heads—namely, (a) 
fixing the rates to be charged to employers, (b) fixing the “living 
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wage ”’ rates, (c) financing the gaps between these and (d) the 
effect of the plan upon the distribution of labour between trades 
and localities, and related questions of security and discipline. 
Meanwhile I shall make a digression. 

10. The dilemma set out in paragraph 2 is so elementary that 
it may seem surprising that it has not been more stressed by 
economists in recent years. This may be partly due to attention 
having been taken up by the very important propositions advanced 
by Lord Keynes regarding the effect on employment of an excessive 
propensity to save. The general trend of his reasoning was that if 
only individual enterpreneurs and the public authorities between 
them planned sufficient capital outlay to absorb all the savings 
that would accrue in conditions of full employment, there would 
be full employment, and that, if this condition were fulfilled, the 
general level of prices would adjust itself so as to make it profitable 
for employers to employ the whole labour force at whatever level 
of money wages had been fixed by collective bargaining processes. 
This led to a certain indifference regarding the level of money 
wages, and thereby, though not with complete logic, to the 
problem set out in paragraph 2 above. 

11. Nothing advanced in this article should be deemed to 
derogate from the central importance to the full employment 
problem of what may be called the balance between saving and 
investment. This fruit of the thinking not only of Lord Keynes 
but of a number of other economists in the last two decades must 
not be thrown away. As regards practical application, I suggest, 


(i) that any plan for securing full employment is likely to 
break down, unless concurrently measures are taken to even 
out through time the total volume of work, public and private, 
that is ordered on capital account ; 

(ii) that when there is a proved tendency for the volume 
of saving accruing at full employment to exceed the volume 
of profitable or useful capital outlay, and when it is impossible 
or undesirable to transfer the excess of saving overseas, it 
should be a matter of public policy to secure a progressive 
reduction in the rate of interest towards a nominal level; and 

(iii) that when this condition is fulfilled, especially 
favourable consideration should be given to possible Public 
Works projects. (This is different, however, from saying 
that Public Works must be keyed up to whatever level is 
required to give full employment—a programme that would 
almost certainly be wasteful and very probably unachievable.) 











326 THE ECONOMIC JOURNAL [DEO, 


12. Lord Keynes began his advocacy of increased capital 
outlay at home as a cure for unemployment at a time when we 
still had an appreciably favourable foreign balance on current 
account. We could then face with equanimity an increase of 
imports due to an expansion of employment and purchasing power 
at home without having to take parallel measures to stimulate 
exports. Now the position is reversed. Our exports will have to 
be increased much beyond the pre-war level to achieve an even 
balance. The application of stimulants to capital outlay at home 
would increase our deficit on foreign account. In applying 
stimulants to trade it is incumbent on us to see that they affect 
exports as well as production for the home market. Full employ- 
ment, however achieved, entails a good market at home; if it were 
achieved exclusively by an expansion of home capital outlay, the 
situation would be dangerous; producers finding a home market 
always primed up to give full employment would have no incentive 
to seek strenuously for export outlets and, since the exporting 
business is always a tiresome one, would tend to neglect it. Thus 
our external position, so far from improving, might well deteriorate. 
It is essential, therefore, that full employment should occur not 
antecedently to a revival of exports, but as a consequence of their 
revival. The plan proposed in this article would stimulate 
production for export concurrently with production for the home 
market. 

13. Any temptation to go beyond this must be resisted. Some 
might feel tempted to restrict this easement in wage costs to 
employers of labour working for the export markets. This would 
be a short-sighted policy. After the war an attempt will be made 
to maintain economic collaboration and good relations among the 
nations. Our severe dependence on imports means that we stand 
to gain more than other nations by an extension of the rules of 
the good neighbour in foreign trade. Differential subsidies to 
production for export are not regarded as characteristic of the 
good neighbour. The scheme here proposed, which gives its 
favours even-handedly to those working for the home market and 
to those working for the export market, could not be regarded as 
infringing the rules of the good neighbour, but, rather, would be 
analogous to the maintenance of a low rate of interest. 

14. The recipe for full employment consisting of public works 
and a low rate of interest is usually recommended by reference to 
the working of a “‘ closed system ”’. Even in that context it may 
err by making too light of (a) the restrictive influence of monopoly, 
price-fixing by trade associations and other forms of imperfect 
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competition and (6) the claim of workers not merely for a specific 
money wage, but for a specific real wage. In an economy of 
atomistic competition the injection of public expenditure on loan 
account might cause the system to run up to a full employment 
position without any substantial rise in the general price level ; 
the extra money would flow through in proportionate streams to 
the various factors of production. But where most of production 
is in one way or another subject to quasi-monopolistic influences, 
the increased demand will not as a rule secure higher production 
save through higher prices, and part of the new money will be 
segregated into company reserves. Capital outlay will have up-hill 
work in chasing the tendency to excess saving. Meanwhile the 
higher prices will give rise to wage demands, and the policy, if 
pushed to its logical conclusion, may set up a vicious spiral of 
inflation before its goal of full employment is reached. This 
recipe involves inflaming the tendency to excess saving which is 
the initial cause of the under-employment. The scheme here 
proposed, on the other hand, works in the opposite manner. It 
stimulates production by reducing costs without reducing pur- 
chasing power, and then removes from the profit pool excess 
receipts accruing. The amount required to be taken from the 
profit pool in order to finance the gaps between wages charged to 
employers and “ living wages” should be precisely that left over 
after the expenditure of profit-takers on consumption and on 
additions to real capital had been met. 

15. We may now revert to the first of the practical problems 
referred to in paragraph 9. How are the various rates of wage 
charged to employers to be fixed? To simplify the exposition I 
shall assume that each locality has a certain number of workers 
seeking work in each occupation and in each grade. The question 
of mobility will be considered separately. I reject as unwork- 
able the idea that the subsidy should be paid only in respect of 
marginal workers, namely those who would not be employed in the 
absence of the subsidy, since it would never be possible to assess 
which those workers were. Also it would lead to a variety of 
wangles and discriminatory advantages for those who could wangle 
best. Nor do I think it would be wise to begin with some flat rate 
of subsidy, such as £1 a week, since this might be unnecessary in 
some cases and insufficient in others. My proposal is that the 
tate for each kind and grade of labour should be fixed at its true 
market value, namely, at a level which was found in practice to 
clear the market. In certain, presumably infrequent, cases a rate 
of zero might not clear the market, and those will be considered at 
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the conclusion of this article. These “ market rates’ could be 
ascertained only by trial and error, as in any market. It would 
be the duty of the Ministry of Labour to promulgate “ market 
rates ’’ for the various kinds of labour by type and region, and to 
adjust these until equilibrium was reached; exchanges must be 
able to supply employers on demand with any quantity of labour 
required. There is no reason to suppose that the “ market 
wage ” would always be below the living wage; in a regime of 
full employment labour scarcities are to be expected at many 
points in the system. I propose that the worker should be paid 
the living wage appropriate to him or the market wage, which- 
ever was higher. The presence of high market wages at certain 
points should be relied on as the principal method of securing 
mobility of labour. If a worker is to undergo the often painful 
process of a change of trade or locality, it is important that he 
should be free to weigh some financial advantage against the 
personal inconvenience. Else there is danger, in our desire to 
secure full employment, that we may lapse into the doctrine that 
labour may have to be “ directed ” to a new place or trade. This 
is the thin edge of totalitarianism, and must be avoided at all costs. 

16. The Ministry of Labour would be instructed to clear the 
market. This perhaps could not be taken quite literally. It 
would need to have a little labour up its sleeve to dovetail supply 
to demand. Very high figures have been set for the amount of 
frictional unemployment inevitable in a free system. Certainly 
with this system of flexible market wages, it should be much less 
than under our present system. As a sanction for the efficiency 
of the Ministry the cost of maintaining labour during such 
frictional unemployment (see below) should be charged not to an 
unemployment insurance fund, but to the Exchequer. 

17. These market rates would inevitably be subject to varia- 
tions from time to time. Since these might interfere with pro- 
duction planning, employers should be given the opportunity to 
hedge, subject to their willingness to make long-term contracts. 
Where the market wage was above the living wage, the Ministry 
could work towards a true market forward rate, namely one which 
balanced the supply and demand for labour at contracts for x 
months, the workers safeguarding themselves against possible 
falls in the spot-market rates, the employers against possible rises. 
But it would also quote rates for long term contracts where the 
market wage was below the living wage. If this system had the 
incidental effect of encouraging employers to employ more labour 
on long-term contracts, that would be all to the good. 
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18. There are certain rather general points in favour of this 


type of Government intervention that may be worth setting out : 


(i) The terms of the directive to the administration can be 
precisely defined by statute. Rates are to be fixed at levels 
which clear the market. There is no scope for interfer- 
ences with individual liberties at the discretion of the 
authorities. 

(ii) The scheme points to the true resolution of the ideo- 
logical conflict between collectivism and individualism. 
There is a widespread feeling that the Government should, in 
the interest of the community, “ plan” a better economic 
order; memory of the slackness and human waste in the years 
before the war may fan this feeling to enthusiasm. But on 
reflexion a reaction comes. Are our lives to be for ever 
fettered by a network of controls and restrictions supported 
by the supreme authority? Nationalization is one thing; 
society consciously imposes a clearly defined duty upon the 
Government. But a roving commission to interfere in 
detail throughout industry in order to secure full employ- 
ment may give us the worst of both worlds. 

Should it not be established as the guiding principle of 
collectivist planning that the Government should not hasten 
to take on functions which are already being discharged with 
greater or less efficiency by other bodies, but begin with 
functions which, for lack of motive or opportunity, have not 
previously been discharged by anyone at all ? 

Public works, town and country planning, measures 
needed to even out the total flow of capital outlay, social 
insurance, these fulfil the criterion for Government planning, 
since they are beyond the scope and interest of any individual 
or corporate body less than the Government itself, but are by 
general agreement desirable for the well-being of society. 
Ascertainment of the market values of the various types and 
grades of labour also fulfils the criterion. Private individuals 
never have devised means for making such ascertainment 
and are never likely to do so. But it is desirable that this 
should be done. It would be indispensable in any communist 
regime that made a claim to be in the least degree scientific. 
But, then, why should we not have the ascertainment, as we 
easily could, without the communism ? 

(iii) The plan is to be commended because it utilises a 
perfect market, which operates impersonally to fix values by 
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equating demand to supply. Surely an economist is not 
being too pompous when he claims that a perfect market is 
one of the greatest of social inventions, surpassed only by 
Money and Insurance themselves. Such social inventions 
are rare birds, not to be produced at will by research in the 
social sciences, however richly endowed. And if our society 
allows such devices to lapse into disuse, this should strike an 
impartial observer as a grave symptom of decay, rather as 
though on the material side he saw a civilisation abandon the 
steam engine and internal-combustion engine and revert to 
hand power. The abandonment of Free Trade by Great 
Britain was ominous. Still more serious is it when intelligent 
persons toy with the idea of undermining Money, by advocat- 
ing barter agreements between nations or the regulation of 
foreign trade to secure bilateral balance. Does the momen- 
tum of material progress mask an intellectual decline? If 
we show such bad taste as regards our old possessions, shall 
we have the wit to devise a new social invention capable of 
keeping the peace of the world ? 


19. I propose next to consider the fourth problem mentioned in 
paragraph 9. Having regard to human weakness, we must deem 
some disciplinary sanction to be a necessary ingredient of any 
workable system. The path of the slacker must not be made too 
easy. Our present system is too undiscriminating to be really 
effective. When the blizzard of depression comes on, or even 
when the fortunes of a particular trade decline, good and bad 
workers alike lose their employment ; when labour becomes scarce 
there are jobs for all. Does this really provide an adequate 
incentive to conscientious work? I suggest that we should be 
able to do better than this, that we should provide greater security 
of livelihood for the average decent worker, reserving the sanction 
of loss of income for the slacker. I suggest, in particular, that 
when a man loses work in consequence of a reduction in his firm’s 
pay list, the Ministry should carry him at his “living wage” 
until it can fit him into a new job. On the other hand, if dismissal 
is due to unsatisfactory work, he should be stepped down to a 
subsistence rate and put to the bottom of the list for re-employ- 
ment. This sanction might be reserved for the second dismissal 
within a reasonably short period—it is usual in all spheres to 
condone a first lapse—and the worker would have an appeal to his 
Joint Works Committee—we may assume that these will become 
universal—to safeguard him against victimisation. It would be 
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the duty of the employer to report the cause of dismissal to the 
Labour Exchange. 

20. In his report Sir William Beveridge budgets for 83% 
unemployment, eyen on the assumption that there are national 
plans to secure “full employment.” He admits that this figure is 
unsatisfactorily high, but it was desirable for him to be on the 
prudent side in working out his financial basis. What does this 
mean in human terms? Since the 83% are not permanently out 
of work, a greater number are affected from time to time. An 
appropriate mental picture may be to think of one quarter of the 
labour force being out of a job for four months every year. But 
since no one knows where the bombs will fall, a still larger number 
are affected by the sense of insecurity. Have we not reached a 
level of material prosperity when such a wide incidence of the fear 
of loss of livelihood should be regarded as intolerable ? 

21. It is true that if the Beveridge scheme is adopted, the 
unemployed are to be protected from “ want.” But still there 
will be a substantial gap between unemployment benefit and 
normal livelihood, and so there should be in the case of those who 
lose work owing to unsatisfactory conduct. The expectation of 
such recurrent losses of livelihood will make it impossible for the 
normal decent worker to plan his life as we should wish. In 
particular it will be incumbent on him to reduce overhead 
expenses to a minimum; but this militates severely against a 
revival of family life and the population. It is generally recog- 
nised that family allowances by themselves are not likely to cause 
a revival; an improvement of houses and of fixtures designed to 
reduce the load of domestic toil are necessary; the modern 
educated wife of the normal worker will not consent to return to 
the drudgery of the Victorian period. This means that we should 
look to workers spending more on fixed equipment connected with 
the home, and should encourage them to do so. This is impossible 
if we do not increase security of livelihood at normal rates of pay. 
Our present tendency towards excess national saving is a separate 
and important reason for wishing the whole body of people to 
spend more on consumers’ capital goods; the excess savings 
should be canalised into providing such goods on the instalment 
system at gilt-edged rates of interest. 

22. If the plan here proposed were adopted, average unem- 
ployment should be reduced far below 84%. A large proportion 
of the labour force would be in quasi-permanent employment; a 
total unemployment rate of, say, 2% would give the Ministry 
a very substantial margin for dovetailing the remainder into their 
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jobs. Yet even this low figure would, owing to the uncertainty 
of its incidence, leave much too wide a sense of insecurity of liveli- 
hood. On the other hand, the loss to the community in paying 
to this 2%, or rather to such of them as were not unsatisfactory 
workers, their normal living wage rather than a subsistence 
allowance would be trifling and easily out-weighed by the social 
advantages of removing this form of insecurity from the normal 
worker altogether. 

23. Again, if this scheme were adopted, it should be possible 
to take unemployment insurance out of the Beveridge Plan. 
This would be a great advantage. It has always been recognised 
that unemployment is not a very suitable object of insurance, 
since its incidence cannot be calculated by actuarial methods. If 
this item could be removed from the Beveridge scheme, all doubts 
about its financial solvency would be removed at the same time; 
the other charges upon the fund could all be calculated with fair 
precision. Furthermore, the rates of contribution by employers 
and employed could be substantially reduced. This would also 
be an advantage, since these contributions enter into costs of 
production. With regard to the small margin of “ frictional ” 
unemployment, it seems proper to put the charge of good workers 
upon the budget as an incentive to the Government to be as 
efficient as possible. The right means of financing subsistence 
payments to unsatisfactory workers is more open to argument. 
It does not seem reasonable to ask men to insure against their own 
bad conduct. This outlay should probably be financed on the 
lines of the present Public Assistance payments. 

24. There remains the question of how this scheme would 
affect the mobility of labour between trades and localities. The 
forces influencing the movement of labour may be divided into 
two kinds, those attracting it to the new place (or trade) and those 
repelling it from the old. In regard to the former the proposed 
plan improves on the existing situation in two ways. 


(a) Where labour was short, market rates would move up. 
This is by no means the rule at present. A few enterprising 
firms may bid up wages so as to be sure of having an adequate 
reserve. But as a general rule the employer is reluctant to 
bid his wages above levels fixed by collective bargaining, 
since in order to get extra workers by this method he increases 
the rates he has to pay to those who are with him in any case, 
and since it is difficult, once a rise is volunteered, to reverse it 
when his trade becomes less favourable. Thus employers 
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will think it wiser to put up with a tight situation in certain 
kinds or grades of labour, rather than increase their rates of 
pay. Under the proposed scheme, they would have no 
choice, it being the duty of the Ministry to promulgate 
the proper market rates from time to time, and the increase 
in cost of their existing labour force would occur automatically. 
This would be an immense improvement. The more enter- 
prising and younger workers would be attracted to move in 
quest of higher rewards, and it is these that the expanding 
industries need. Moreover this method of the financial 
stimulant would remove the idea, not likely to be accepted 
indeed but baneful to the atmosphere, that to get full employ- 
ment we may have to “ direct ”’ labour to a new place of work. 

(b) Under the present system, even when it is known that 
employment is good and perhaps some firms are offering 
higher wages in a certain place, the worker is made reluctant 
to root himself up and change his home or way of life by the 
knowledge he may easily be thrown out of his new job by a 
depression or change in the fortunes of his new employer. 
The guarantee of a living wage, subject to satisfactory 
conduct, but regardless of the incidence of trade depression, 
would remove this fear, which may well be the most important 
cause of labour immobility at present. 


25. On the other hand, it must be admitted that the repellent 
forces under the proposed scheme would be rather weaker. At 
present workers can hang on drawing unemployment assistance. 
Under the proposed scheme they would continue to draw a living 
wage. This is unsatisfactory, although it must be doubted 
whether, especially in the case of middle-aged workers, the repel- 
lent force is at present very strong. To meet this criticism, I pro- 
pose that wherever the market wage is below (or, alternatively, 
more than 10% below) the living wage, there should be a restric- 
tion or prohibition of new entrants. This would certainly be an 
interference with liberty, but surely not an unreasonable one. A 
man cannot complain bitterly of being deprived of a way of life 
that he has not yet achieved. It is much less burdensome to 
restrict the newcomer’s freedom of choice somewhat, than to tell 
the established worker that he must pack up. Furthermore, the 
interference would be subject to a definite objective criterion; it 
would be allowed only when the market rate as ascertained and 
actually charged to employers was below a specified level. This is 
very different from allowing a Government official to direct labour 
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away from a certain place just because in his judgment, which may 
be wrong, it is in excess supply then. 

26. Taking the balance of attractive and repellent forces in the 
scheme thus amplified, it seems that it would promote considerably 
more movement than the present system. It might still be 
advanced in objection that it does not promote as much movement 
as would ideally be desirable. A man might continue to be 
employed in a job where his market value was only, say, 20s., 
while there might be work elsewhere in which a man of his attain- 
ments was worth 60s. It goes to the full length in seeing that 
people are given some work, but not to the full length in giving 
them the ideally best work. 

27. As a first reply it may be urged that the ideal distribution 
cannot be achieved unless we either (a) abandon the ideas of the 
living wage and security from want when out of work or (6) adopt 
coercion. Both alternatives are unacceptable. But there is a 
still more convincing answer. Our system should be designed to 
secure not the greatest possible quantity of material values, but 
the greatest possible elimination of unsatisfied wants. One very 
strong and widespread want is that a man when once established 
in a certain way of life, and especially when married, shall be free 
to continue secure in that way of life. Men are not to be moved 
about like cattle. It is probably better on balance to have a 
system which keeps them employed at their chosen task, when once 
they are settled in, even although the value of their work is below 
what it might be elsewhere. By this system the total value of 
national output may be somewhat less than it would be under an 
ideal distribution of labour. But the level of general well-being 
may be greater. It will still be open to the adventurous to seek 
their own improvement by migrating to better-paid work, and 
many will be found to do so. 

28. Not only will individual wishes be better met by such a 
scheme, but there are also certain social values to be weighed in. 
Since the industrial revolution, and particularly in recent years, 
we have suffered from a lack of local solidarity and local continuity. 
This is bad in many ways. It is bad above all for race survival. 
Only when So-and-so becomes an established character among his 
neighbours, is his family a source of interest to them and of pride 
in the full sense to himself. It is bad for local government and 
other group activities with a local basis. And it is politically 
bad. Only by prolonged give and take of opinion can men come 
to have deeply-rooted views on political questions ; without them 
they will be the ready victims of mass propaganda, which govern- 
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ments are only too likely to yield to the temptation of using, now 
that it is so clearly in their power. For these reasons I suggest 
that one should frame economic plans on the assumption that it is 
desirable for the normal worker to remain through life in the same 
place and trade, the necessary mobility being secured by restriction 
of the recruitment of juveniles where labour is surplus and by 
holding out higher rewards where labour is scarce to attract those, 
and there will always be some, who prefer adventure and movement. 

29. While this scheme does not provide the fullest degree of 
mobility on the labour side, it has the advantage of promoting 
mobility on the employer’s. The presence of cheap, in some cases 
very cheap, labour in certain areas should have a strong influence 
on producers choosing a site for new works. It is probably the 
most economical and effective way of improving the location of 
industry and may make unnecessary a number of other inter- 
ferences with freedom which those interested in location have 
put before the public. Industry would flow back of its own 
volition to the depressed areas. This is a natural corollary. Our 
economic system still works mainly through the price mechanism. 
The doctrine of the living wage—a perfectly proper and necessary 
one—interferes with this mechanism at a crucial point. The 
effects of this interference ramify out, and the working of the 
mechanism is upset at many points. The right remedy is not to 
tinker at each point, often only transferring the disequilibrium 
elsewhere, but to go to the original point of disturbance, and see 
that labour of all sorts is available at the prices at which it would 
be available were the doctrine of the living wage not operating, 
namely at prices reflecting true market values. The problem of 
location might then quite well cease to be a problem. 

30. Fixing the living wage (b of para. 9) is, perhaps para- 
doxically, the most awkward problem for the economist, although 
the ordinary citizen may find it easier to see a way out of the 
difficulties that beset it than to comprehend the logic of the 
market wage. At one extreme, Parliament might enact a 
uniform living wage for all; this would involve an intolerable 
encroachment on individual liberty, a complete break with tra- 
dition and an objectionable and impracticable uniformity. At the 
other extreme to fix the living wages by the very same methods 
that are now used to fix ordinary wages might entail unlimited 
drafts upon the fund supporting the scheme and lead to an in- 
flationary spiral. A call must be made on the British genius for 
practical compromise. In what follows I do no more than sketch 
out some principles and make very tentative suggestions. 
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31. Before discussing how the living wage (or rather wages) 
should be fixed and adjusted from time to time, it is desirable to 
consider the status of the living wage. Meanwhile the reader 
should think of it not as a single rate, but as comprising 
all the various minimium rates for various skills and grades 
as now fixed by collective bargaining or Trade Boards. Where 
there are piece rates or bonus systems, the argument would 
apply to the minimum standard rate. It is not proposed to 
make such a wage mandatory in the sense that it would be illegal 
to pay more or less. Where an employer wished to pay more, 
for whatever reason, he should be free to do so. The subsidy 
obtainable from the fund would be equal to the excess, if any, 
of the living over the market wage, and the employer should 
not be disqualified for that rate of subsidy by reason of his 
willingness to pay more than the living wage in all. It would 
not necessarily be illegal to pay less than the living wages, save 
where these were fixed by Trade Boards or any other statutory 
authority extraneous to the scheme itself; but employers might 
not easily find men to work for less, since the man could always 
obtain employment at a living wage, or, failing that, just a living 
wage (see para. 19 above) from the Labour Exchange. None the 
less, there might often be cases, especially in small concerns, 
where men would prefer to work for an old master at less than a 
living wage rather than desert him in his trouble; no stigma of 
illegality should be attached to such decent conduct, nor should 
the master forfeit thereby his right to any subsidy operating at 
the time. It would have to be made illegal, however, for em- 
ployers to organise a lock-out against men demanding no more 
than the current market wage or living wage, whichever was 
higher. 

32. The workers would have the corresponding right to re- 
ceive higher or lower wages in the circumstances defined in the last 
paragraph. But how would the worker’s right to refuse work 
at a certain wage be affected? An individual worker, especially 
in a high grade of skill, might take the line that his work was 
worth more than the current living wage appropriate to the grade 
. in which he was classified and refuse offers accordingly. Such an 
attitude of self-regard should not be disallowed. But it seems 
clear that they would have to pay some price for it; such a point 
of view about oneself may easily become morbid ; he clearly could 
not be allowed to draw the living wage from the Exchange 
indefinitely. By refusal or persistent refusal to accept a position 
at a living wage he would forfeit his right to receive a living wage 
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when out of work and lapse on to public assistance sufficient to 
stave off “ want.” 

33. And how of a collective refusal to work at a living wage ? 
The right to strike is a bulwark of British liberty. And it is 
difficult not to be kindled to enthusiasm by a strike in peace time, 
when one considers all the ardours and self-sacrifice involved. 
Nothing in what follows would make it more difficult to strike 
in all those disputes concerning what may be broadly classed as 
victimisation. Nor need any kind of strike now legal be made 
illegal. But in certain cases certain benefits would be forfeited. 
It already seemed before the war that Labour was beginning to 
outgrow the strike. It is, after all, a primitive weapon, and few 
workers can think with satisfaction of its being frequently used 
in the post-war world. A better way must be found. The 
scheme before us seeks to give two very substantial benefits to 
the workers, much greater regularity of employment, achieved 
by a subsidy, and maintenance at full rates of pay during 
unavoidable gaps. If successful it would transform the whole 
shape and texture of the lives of the majority of workers. As a 
quid pro quo it seems necessary to demand renunciation of the 
strike weapon to secure wage increases. Not that this weapon 
need be outlawed ; but all participants in a strike for this purpose 
would forfeit the two benefits and be no worse nor better off 
than they are at present. They would forfeit for a term of years 
their title to a subsidy and to be carried at full pay when out of 
work. It would be for them to decide freely whether what they 
could extract from employers would compensate for this loss. 
Some few might be found to take the risk and the cost. If many 
groups were found to do this, so that gradually a majority of 
workers in the country became ineligible—well, this scheme for 
curing unemployment would have broken down. 

34. Most difficuit of all is the case of the strike not on victimiza- 
tion questions nor to secure better wages, but to secure better 
working conditions. A distinction would have to be drawn 
between a strike aimed against a minority of bad employers and 
one designed to secure an all round improvement, such as a re- 
duction in the working day. The former, if classified as such 
by an independent Appeals Tribunal, should be allowed; the 
latter is really equivalent to a demand for higher pay. If it 
imposed new costs on employers, the market wage required to 
secure full employment might have to be reduced, and the burden 
would thus fall upon the Fund. Consequently, such a strike, 
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to be classified as a strike for higher pay. But to compensate 
for this hardship, our factory legislation should be strengthened 
and arbitration boards for settling disputes and defining decent 
conditions established or reinforced. 

35. The initial fixing of the living wages rates should not be 
difficult. Most of industry is covered by collective agreements 
or Trade Boards; new Trade Boards could be appointed to fill 
any gaps. Existing schedules in all their complexity could be 
recognised by the law as defining the living wage. 

36. But the matter could not be left so; advancement is 
necessary. It would be a mistake to suppose that the natural 
course of economic progress would eventually raise market rates 
to a level that would make all this machinery unnecessary. It 
will no doubt in time raise market rates above existing living 
rates. But precisely the same causes, that are now tending to 
depress market rates below the level of practicable living rates 
as defined in paragraph 3, will continue to do so in future, unless 
there be a revolution in our economic structure or in fundamental 
economic conditions; to clamp living wages down to the present 
level would be to deprive wage-earners of that share in the 
fruits of progress to which they are entitled by the principles of 
paragraph 3. It would be consistent with administrative pru- 
dence to hold out the promise of an increase as and when circum- 
stances justified it. I think that the workers would be justified 
in regarding such a proposal as unacceptable. I suggest that asa 
minimum concession a prospective increase of 1% p.a. to the 
nearest sixpence per week (which means doubling living wages 
about every 70 years) should be embodied in the legislation 
giving effect to the scheme. It might be more attractive to give 
an increment of 5% every 5 years. To make matters more lively 
it might be laid down that wages should be increased by 1% per 
annum or so as to raise them above the base year by an amount 
proportional to the average excess of income per head of the 
million richest income tax payers during the three preceding 
years over their income per head in the base year, whichever 
involved the greater increase. This would guarantee the workers 
a fair share in the fruits of progress, and, if their friends claim 
more than this on their behalf, an encroaching share, it must be 
remembered that there are other ways of securing greater equality 
of income, if this is desired, namely by distributing the proceeds 
of progressive taxes in beneficial services. 

37. In addition to this we should need Fair Wage Tribunals 
to deal with cases where the wage was unduly low by com- 
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parison with similar occupations at the time of the initial 
fixing. 

38. Finally, all the scales could be reviewed by an independent 
commission of high authority, say, once a decade. 

39. There remains the third question referred to in paragraph 
9: the finance of the gap between the market wage and the living 
wage. I propose that the deficiency should be met by a pro- 
portional levy on the net receipts of employers, profit assessable 
to income tax being reckoned after deduction of the levy. Some 
minor adjustments would be desirable. Thus the independent 
worker in a trade where the market wage was below the living 
wage should be given something to put him on a competitive 
equality with employers; and small employers could be exempted 
from the levy or subjected to a reduced rate, which might taper 
downwards between ten employees and none. 

40. Space forbids my considering many minor points. But 
there are two possible criticisms of major importance which it is 
incumbent upon me to meet. (i) The levy on net receipts might 
reach large dimensions and it could be urged that it might so eat 
into profits as to impair the working of the profit incentive, or, if 
not, that the uncertainty as to future rates of levy might paralyse 
private enterprise. (ii) It might be held that even the reduction 
of the market rates of wages to zero would not cure unemployment. 

41. It must be emphasised that the scheme is not designed as a 
method of redressing inequalities of income or diminishing the 
profit incentive. These are great questions that must be settled 
on their own merits and not by a side-wind. If society wishes 
further to reduce inequalities, Parliament can impose taxation 
accordingly ; if society wishes to reduce or eliminate the sphere of 
profit incentive, Parliament can arrange for the nationalisation of 
certain industries or of all industry. The object of the scheme is 
restricted to securing that in general it shall be more profitable to 
expand output and employment than to restrict them. But to 
make plain that this is so, it may be necessary to fix a ceiling to the 
levy, throwing the remainder of the deficiency, if any, on to the 
general tax-payer. It would be very unlikely that this would have 
to be used. 

42. I suggest that the total amount of the levy should not be so 
great as to leave the total profits of employers less than they were 
in an agreed representative period, e.g., the years 1933-8. This 
does not mean that the global profits of any particular industry or 
group of industries would be guaranteed. The assumption which 
has been coming into vogue that the State may be called on to 
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safeguard the past level of profits of a particular industry is quite 
inconsistent with the whole idea of profit, which is fundamentally 
the reward for taking risks; it is inconsistent with the idea of free 
enterprise, and if conceded should, and in the long run probably 
will, lead to the State taking over the enterprises of those who are 
protected in thisway. The residue of the deficiency, if any, which 
had to be financed if the ceiling came into operation would fall 
upon the tax-payer. 

43. The proposal of the last paragraph is simple in principle, 
but might involve accounting complications. It is undesirable 
that it should lead to any delay in the publication of company 
accounts and the declaration of dividends. I suggest that we 
should expect a time lag of a little more than a year between the 
payment out of the wage deficiencies and recoupment from the 
levy, and that the cycle of finance might be as follows. Certain 
sums would be paid out in year 1 to supplement wages, and the 
amount to be recovered in respect of year 1 would be known soon 
after the end of the year. No attempt should be made to bring 
this into the accounts of firms in year 1, which would show the 
levy required to finance the preceding year (year 0). The total 
net receipts of all firms in year 1 would be known only after a 
number of months. When these were known, the rate of levy 
upon net receipts in year 1 required to finance the deficiency in 
year 1 could be calculated. The ceiling would be imposed if it 
were found that net receipts in year 1 less deficiency payments 
chargeable in respect of year 1 reduced aggregate profit for year 1 
below the agreed minimum. The rates of levy and the sums due 
from each firm in respect of year 1 would be promulgated in the 
later part of year 2, and would be payable before the end of year 2. 
These sums would be charged into the accounts of firms for year 2. 
And so on as before. 

44. What effect would this time-lag have upon our economy ! 
I will forbear to discuss the intricate questions which would arise 
when the scheme was first introduced perhaps by stages, and 
confine myself to the effect of the lag when the scheme was 
working. If the total amount to be taken in levy bore a fairly 
constant relation to total profit, year by year, the lag would have 
no general effect. But if the total levy rose in relation to total 
profit—and this would happen in times of depression, when market 
wages and profits were tending to fall—the Fund from which the 
scheme was financed would be paying out more than it received 
during the lag. This would have an inflationary effect appro- 
priate to a depression. Conversely, during an expansion the total 
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amount of the levy would fall in relation to profits; the Fund 
would receive more than it paid out during the lag, and thus exert 
a deflationary influence, which would also be appropriate in those 
circumstances. 

45. It remains, finally, to consider the view that the scheme 
would fail to cure unemployment. I am not so optimistic as to 
hold that it would completely remove all unemployment (save the 
truly “ frictional ’’) in all places. There may be pockets of labour 
for which employers could not find a profitable use even if it were 
available gratis. On the other hand, it seems likely that it would 
cure most unemployment in most places. It may be possible in 
theory to describe a chain of monopolies, upon which a reduction 
of costs would have no influence tending to make them expand 
output. But the quasi-monopolistic organisations, characteristic 
of our present phase, though widely pervasive, are not so absolute 
as would have to be presupposed in such a description. There is 
still in a greater part of the field some rough relation between 
prices and costs, although not the precise one which would obtain 
in atomistic competition. As costs fell, but demand did not fall 
—since living wages would continue to be paid—expansion of 
output would normally occur. 

46. If substantial pockets of unemployment remained, the 
main scheme would require to be supplemented. The kind of 
measures I propose for these would be quite intolerable if applied 
to mass unemployment consisting of 10% or 20% of the working 
population. If confined to occasional and exceptional cases of 
redundant labour, they might constitute an interesting social 
experiment. I suggest that a local Movement Committee be 
constituted equally by representatives of the class of labour 
affected in the locality and by representatives of the Ministry, 
and that it be required to work out a scheme for transferring the 
surplus labour within a reasonable period. Its leading principle 
should be that the onus of moving should not rest upon those who 
happened to find themselves out of work at the time, and that 
employers should be required to release their workers, if these 
seemed the best fitted to move under an agreed scheme. The 
work of the Committee should be subject to the rules (i) that the 
younger should be required to move in preference to the older, 
(ii) that bachelors should be required to move in preference to 
married men, and (iii) that men with smaller families should be 
required to move in preference to those with larger families. It 
would be the explicit duty of the committee to have regard to all 
the human factors relating to the workers in question, and not to 
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pay undue attention to whether they happened at the time to be 
in or out of work. The committee should have an impartial 
chairman so that the Ministry could not dictate its findings in 
opposition to the other members. This seems a humane method 
of dealing with real residues of labour, namely those which could 
not be absorbed even if the charge against their employers were 
reduced to zero. 

47. The essence of my proposal is that the full “ living wage 
should not be charged as a cost against the employer where this 
exceeds the “ market ”’ or “ scarcity ’ value of the labour which 
he wishes toemploy. I plead that a prima facie case for considera- 
tion has been made out. 


” 


R. F. Harrop 
Christ Church, 
Ozford. 




















THE CLASSICAL STATIONARY STATE 


1. In his Fiscal Policy and Business Cycles Professor Hansen 
writes: ‘‘ The classicals were quite right when they argued that 
without technological progress,} the price system, including the 
rate of interest, would progressively drive the economy to the 
point at which there would be no net investment. They were 
wrong in assuming that the price system could also ensure a 
propensity to consume compatible with this investment situation, 
so as to provide full employment ” (p. 288). The reason is that, 
before the stimulus to investment, associated, say, with the 
development of some invention, peters out, “ customs, habits and 
institutional arrangements . . . have become embodied in the 
social structure and set up powerful resistances ”’ to the establish- 
ment of a full-employment equilibrium. Nor are these resistances 
merely frictional, impeding the establishment of this kind of 
equilibrium. On account of them the economic system is 
directed towards a different kind of equilibrium. ‘“‘ Thus total 
expenditures decline and the economy falls towards an equilibrial 
self-perpetuating income level far short of full employment ” 
(p. 306). This argument, the reader will understand, is conducted 
on the level of abstraction where perfect homogeneity and com- 
plete mobility of labour are assumed, so that “‘ full employment ”’ 
signifies a state of things in which everybody seeking employment 
at the ruling (uniform) rate of wages is able to obtain it. It does 
not have that esoteric meaning, which is given to it in much 
current writing, where full employment is allowed to prevail 
alongside of large masses of “frictional unemployment.” In 
this article also I shall stand on that level of abstraction. 

2. It is, of course, true, as Professor Hansen says, that the 
“ classicals ’’ were accustomed to think of the stationary state 
as one of fullemployment. Nevertheless, I suggest, the essential 
difference between his view and theirs should be stated in terms 
somewhat different from those he uses. The classicals, if pressed, 
would not have denied that, should wage-earners not act com- 
petitively, but contrive, by means of combination or otherwise, 
to set the real rate of wages “too high,” the stationary state 
would not be one of fullemployment. Their essential contention 


? On the assumption, of course, that there is no increase of population or 
expansion into new territory. 
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is that in all circumstances a full-employment stationary state is 
possible and, if an appropriate wage policy is adopted, will be 
secured; Professor Hansen’s contention is that in some cir- 
cumstances a full-employment stationary state is not possible 
and cannot be secured through the adoption of any wage policy ; 
and, which is not the same thing, that a less-than-full-employment 
is possible and will be secured. This is the issue that I propose 
to discuss. 

3. Define savings and investment in accordance with Lord 
Keynes’ practice in his General Theory and my own in Employment 
and Equilibrium, so that they are both equal to real income minus 
real consumption, and, therefore, as aggregates in a closed 
community, in all circumstances equal to one another. ‘Then, in 
respect of the representative man,} let x be real income; r the 
expected net rate of return from investment, i.e., the rate after 
allowing for incidental expenses connected with making the 
investment. In equilibrium this rate is necessarily equal to the 
net rate of interest, and is the same no matter in terms of what 
commodity it is measured. Let C be the physical stock of 
capital equipment. We have in Professor Hansen’s manner an 
investment-income function,? which might equally well be called 
a supply function for real investment, with the amount of real 
investment written f(C,2z,7r). Of the characteristics of this 


of 


function we know that Arx. is positive and less than Az for all 
values of x and r—this is Lord Keynes’ “ psychological law ”’ (ef. 


General Theory, p. 114); while ardl is probably, though not 


certainly, positive and small; and AC a is negative and small— 


since, the more accumulated wealth people have, the less keen 


1 The argument of this paper is not affected by the precise way in which the 
representative man is defined. It is natural, perhaps, to think of him as a 
private person external to State activities. But he may, alternatively, be 
defined in such a way that account is taken, not only of what he does in his 
private capacity, but also of what he does as a constituent clement in the State, 
so that, if, for example, consumption is cut down by State rationing, the repre- 
sentative man has chosen to reduce his own consumption. With this definition 
there can be no difference between what he desires to do and what under the 
suasion of the State he does do. Thus what he desires to save in given circum- 
stances and what he does save are the same thing, and there can be no question 
of ‘‘ forced ’’ saving. 

2 The reader will understand that the investment-income function is here 
represented in a truncated form, variables which are not important for our 
immediate problem being neglected. In a full expression there would have in 
particular to be a variable indicative of the distribution of income. 
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they are to get more! We also have a demand function for real 
investment with the amount of real investment written ¢(C, r) 


in which it is obvious that, given the technical situation, ue and 


os are both negative- Some authorities would write here 
d{C, x, r} with = positive. The choice between these two forms 


does not affect the issues discussed here save only as regards a 
secondary problem to be mentioned in the concluding paragraph. 
Therefore I shall not argue the matter but simply adopt the form 
¢(C, r). 

4. In the long-period equilibrium of the stationary state 
investment must, of course, be nil. We have, therefore, two 
equations :— 

ROaggwO. sw te te ww & 
Gm. sc sn ses SS 


If, then, X be the real income appropriate to full employment, 
there is also, according to the “ classicals,” a third equation, 
«=X (III); and the three equations together determine z, C 
and r. 

5. The classicals tacitly assumed that investment (i.e., saving) 
is made solely for the sake of the income that it is expected to 
yield in the future. On this assumption it is easy to see that in 
the long-period equilibrium of the stationary state the rate of 
interest must be equal to the representative man’s rate of dis- 
counting future satisfactions. For, if this were not so, invest- 
ment could not be nil, but would be either positive or negative. 
Write p for this latter rate and p = (C, x) to represent the relation 
between it and the amount of the representative man’s real in- 
come. Then, since, as we have seen, r = p, we have, as it appears, 

1 For an individual there are both theoretical and statistical reasons for 
thinking that, as real income increases, not only the absolute amount of invest- 
ment but also the proportionate amount will increase, i.e., that not only af but 

of 
also {ah is positive. On the other hand, when income increases for the 
representative man of a group on account of a larger part of the group finding 
employment, prima facie we should expect the proportionate amount of income 
saved to be unaltered. It must be remarked, however, that, when more people 
in a group find employment, a shift in the distribution of disposable income takes 
place, less than hitherto having to be transferred for the upkeep of unemployed 
persons, who presumably save nothing. This shift of distribution is evidently 
favourable to investment. Hence it may well be that, in this case, as well as 
with the isolated individual, increasing real income entails, other things being 
equal, an increasing proportion of income saved. 
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two new equations in addition to those set out in the last section, 
and only one new unknown: so that the system appears prima 
facie to be over-determined. But this is not really so. For the 
equations 


f(E, x,r) = 0, 
eed 
p = ¥(C, x) 


are not independent. On the contrary, the two last govern the 
functional form f in such wise as to compel the first to be valid. 
Thus there is no over-determination. It follows—and this is 
the essential point to note here—that, since the rate at which the 
representative man discounts future satisfactions can obviously 
never be < 0, no matter how large his real income, the functional 
form f is necessarily such that, for all possible values of x and C, 
the equation f{C, x, r} = 0 must yield a positive value for r. 

6. The assumption that investment (7.e., saving) is made solely 
for the sake of the income that it is expected to yield, is, however, 
clearly not in accordance with the facts. People save (i.e., 
invest) partly from other motives, the desire for possession as 
such, conformity to tradition or custom and so on. This entails 
that the rate of interest is less than the rate at which the repre- 
sentative man discounts future satisfactions. The fact that this 
latter rate cannot be nil or negative does not, therefore, imply _ 
that the rate of interest cannot be nil or negative. The functional 
form f need not, therefore, be such that the equation f{C, x, r} = 0 
yields a positive value for r for alt value of z and C. On the 
contrary, for some values of x it may yield a negative value for r. 
Thus, it appears that a situation not contemplated by the 
classicals may arise, in which full employment and stationary 
state equilibrium can only be attained together on condition that 
the rate of interest is negative. 

7. But in stationary state equilibrium, as already indicated, 
the rate of interest must be the same, no matter in terms of what 
commodity it is expressed. For this type of equilibrium implies 
that the future relative values of different commodities are 
expected to be the same as their present relative values. Some 
commodities, of which the most obvious is money, do not suffer 
appreciable wear and tear and can be held at trifling cost. In 
these commodities, therefore, the rate of interest in a stationary 
state cannot be negative in any serious degree—broadly speaking, 
cannot be negative. It follows that the rate of interest cannot be 
negative in terms of any commodity. Hence the condition, 1.e., 
the existence of a negative rate of interest, which in some circum- 
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stances we have seen to be necessary in order that full employment 
shall be compatible with stationary state equilibrium, cannot be 
satisfied. When these circumstances occur, therefore, the classical 
thesis that full employment in a stationary state can always be 
brought about by competition among wage-earners in the matter 
of wage-rates fails. Unless, therefore, it can be shown that the 
circumstances contemplated above cannot occur, Prof. Hansen is 
so far right and the classicals stand convicted of error. 

8. Before we debate this ultimate issue there is, however, 
something else that should be said. To grant, if we do grant, 
that in certain circumstances a full-employment stationary state 
is impossible is not necessarily to grant that the less-than-full- 
employment stationary state contemplated by Prof. Hansen is 
possible and will be secured. We have aset-up containing three 
equalities, one inequality, and three unknowns : 


f(C, z,r) = 0 a aie 
¢(C,r) = 0 i ee, ies en 
=u Zz as 

r>0 a il Se ae 


This system obviously may be over-determined. ‘The classicals 
and Prof. Hansen both in effect provisionally accept equations 
(I) and (II). Prof. Hansen then points out that, in some circum- 
stances, (III) is incompatible with (IV), so that the classicals’ 
solution of a full-employment-stationary state cannot be right. 
But it is open to the classicals to retort that in these same circum- 
stances (IV) is incompatible with (III), so that the alternative 
solution of a less-than-full-employment stationary state cannot be 
right. Unless, therefore, cause can be shown for rejecting equation 
(III), the logical outcome is that Prof. Hansen is right in what he 
denies but wrong in what he affirms. 

9. The assertion « = X derives from the proposition that 
workpeople are able to reduce as much as they like the rate of 
real wages for which they ask, and, by reducing it far enough, are 
able to secure employment for as many people as desire it.’ Is 
there any way in which this proposition can be contested with 
any degree of plausibility? In an economy in which wages were 
contracted for in kind clearly there is not. But those who think 
with Prof. Hansen are entitled to claim that in the economy with 
which they are interested wages are contracted for in money. In 
such an economy suppose that a less-than-full-employment 


1 The suggestion that the rate may possibly have to be negative may 
reasonably be ignored over the range of our present problem. 
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stationary state is established at a net rate of interest approaching 
nil. Then, the argument will run, it is out of the power of wage- 
earners to make cuts in the rate of real wages for which they ask, 
and so to secure additional employment, because every cut in 
money wage-rates will automatically bring about an equi- 
proportionate reduction in prices. This argument is sometimes 
found in popular expositions of what the expositors mistakenly 
believe to be Lord Keynes’ views. It is not necessary, I think, 
to examine it at any length. With any known type of banking 
system, and equally under an arrangement in which the stock of 
money is rigidly fixed, money income must be a function of the rate 
of interest, being lower or higher according as that rate is lower or 
higher. This follows from the fact that, for equilibrium, the 
convenience and so on yielded to the representative man by the 
marginal unit of resources held in the form of money must be 
equally attractive with the interest yielded by the marginal unit 
invested in real capital. For the degree of this convenience is 
greater or less according as real income divided into the real value 
of the stock of money is less or greater; i.e., according as money 
income divided into the stock of money (?.e., the Marshallian k, 
which is the inverse of the income velocity of money), is less or 
greater, t.e., when the stock of money is given, according as money 
income is greater or less. We may express this, writing 7' for the 


real value.of the stock of money, by the equation r = (=), 


where 4 is always positive, and the functional form g is such that 


d T\) . : os a ; 
—7- 19(—)? is negative and g({—) is positive, for all possible 
sin 6) ) 

x 
(t.e., all positive) values of = ; whence it follows that, as : 


‘yj. 4 


increases towards infinity, (=) falls asymptotically towards, but 
never reaches 0. Thus, monetary arrangements being given, 
money income cannot fall unless the rate of interest falls. Since, 
however, in our supposed less-than-full-employment stationary 
state, the rate of interest is already at the minimum admissible 
level, it cannot fall any farther. Therefore the acceptance of 
lower money wage-rates by wage-earners cannot cause money 
income to fall. Therefore, with given employment, it cannot 
cause prices to fall. It follows that by cutting money wage-rates 
workpeople can cut real wage-rates, and so can expand employ- 
ment above the amount proper to any less-than-full-employment 
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stationary state. The attempted rebuttal of the classicals’ 
attack fails. The logical outcome is that in circumstances where 
a full-employment stationary state is impossible a less-than-full- 
employment stationary state is also impossible; in other words, 
that no position of long-period equilibrium can be attained. 

10. Escape from this impasse can be achieved if and only if 
it can be shown that the circumstances we have been contem- 
plating, out of which the impasse is generated, are such as cannot 
in fact occur. I have now, resuming the main argument as it was 
left in § 7, to maintain that this can be shown. The stock of 
money being given, r is a function of money income, in such 
wise that, as the one tends towards nothing so also does the other, 
but neither can ever actually reach nothing. Suppose, then, 
that we start from a condition of full employment in which some 
investment is taking place. As time passes—on the assumption, 
of course, that technique remains unchanged—profitable openings 
for investment gradually get filled up. In our symbolism C 
increases, and, consequently, for any given value of r, ¢(C, 1) 
contracts; till finally no investment is demanded even at a nil 
rate of interest. Suppose that at this rate, with the real income 
proper to full employment, people still wish to supply some invest- 
ment—to save something. Since, for the reasons given above, 
the rate of interest cannot fall below nothing, the only way in 
which demand and supply can be brought into equilibrium is 
by workpeople being forced out of employment, till a new and 
lower level of real income is established, in respect of which the 
representative man does not desire to invest (7.e., save) anything 
at a nil (or small positive) rate of interest. What, then, happens ? 
To resist this movement and maintain themselves in work, wage- 
earners offer to accept lower rates of money wages, and go on 
doing this so long as the pressure to reduce employment is main- 
tained. At first sight it seems as though this process must land 
us in an endless state of disequilibrium with money wage-rates 
falling for ever. But this is not so. As money wage-rates fall 
money income must fall also and go on falling. Employment, and 
so real income, being maintained, this entails that prices fall and 
go on falling; which is another way of saying that the stock of 
money, as valued in terms of real income, correspondingly rises. 
But the extent to which the representative man desires to make 
savings otherwise than for the sake of their future income yield 
depends in part on the size, in terms of real income, of his existing 
possessions. As this increases, the amount that he so desires to 
save out of any assigned real income diminishes and ultimately 
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vanishes; so that we are back in the situation described in § 5, 
where a negative rate of interest is impossible. Thus, through 
the decline of money income, the investment-income function is 
modified in such wise that a set-up emerges in which no condition 
incompatible with full employment is embodied. 

11. This may be expressed symbolically by writing the 
investment-income function in the form f(C, x, r, 7’); where T is 


the real value of the stock of money, pA is negative and, with r at 


its minimum, f(C, xz, r, 7’) can assume a nil value, if 7’ is sufficiently 
large, for no matter what values of C and x and r. Our set-up 
then is 


“#C,r)=0 ..... @ 

fC, 2,7,T)=0 a a 
Gul kt te 

— (=) re an 


Here there are four equations and four unknowns, so that the 
system is not over-determined, while our knowledge of the form 
of the function g, as set out in § 9, assures us that 7, while it falls 


, x — 
towards zero as z Tises towards infinity, can never fall to zero. 


Thus the “ some circumstances,” in which it seemed, according 
to § 7, that the classicals’ full-employment stationary state was 
impossible, have been found to be such as cannot, in fact, occur. 
That type of stationary state, provided that wage-earners adopt a 
competitive wage policy, is always possible ; indeed it is the goal to 
which, granted this proviso, the economic system necessarily tends. 

12. As was indicated in § 2, it is quite consistent with the 
classicals’ general position, as it is with this conclusion, that, if 
wage-earners do not follow a competitive wage policy, but hold 
money wage-rates ‘“‘ unduly ” high, nil investment will be asso- 
ciated not with full, but with less than full employment. In 
place of equations (III) and (IV) in the foregoing set-up, we have 
equations relating the rate of interest to money income and to 
the rate of money-wages, such as were developed in my book on 
Employment and Equilibrium. In this case the possibility of a 
negative rate of interest cannot be excluded in the manner 
described in the last section, because, the money rate of wages 
being maintained, and, therefore, prices (approximately) main- 
tained, the value of the stock of money in terms of real income 
cannot be expanded. It is excluded through employment being 
cut down in the manner contemplated by Prof. Hansen until real 
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income is so low that people do not desire to save or invest 
anything, and a less-than-full-employment stationary state is 
attained. 

13. In conclusion a point should be noticed which was raised 
by Mr. Kaldor in his review of Prof. Hansen’s book in the 
EcoNoMic JOURNAL for September 1943. He maintains that the 
state of nil investment with less than full employment con- 
templated by Prof. Hansen, and, as is maintained here, realised if, 
and only if, money wage-rates are held above the competitive 
level, may not—indeed, is unlikely to—satisfy the conditions of 
stable equilibrium; in which case it can hardly claim to be a 
stationary state in a strict sense (loc. cit., p. 110). This conclusion 
depends on his view that the demand function for investment 
ought to be written ¢(C, x, r), not, as I have written it, ¢(C, r). 
If it is a” x,r), one of the conditions of stable equilibrium is 


that of > s > sf, and this condition need not be satisfied; whereas 
of 


with the function 4(C, 7), it must be satisfied, since Or is positive 


and oe is then nil.1_ As already indicated, I do not propose to 


“thom this matter here, for it is off the track of this discussion.? 
I have been concerned to show that, in given conditions of 
technique and so on, if wage-earners follow a competitive wage 
policy, the economic system must move ultimately to a full- 
employment stationary state; which is the essential thesis of the 
classicals. There can be no question at all that in this event the 
equilibrium attained is stable. This is so equally whether it is 
correct to represent the demand function as ¢(C, 7) or as $(C, 2, r). 
For, the equation x = X having determined x, from the stand- 
point of the other equations in the set-up x is not a variable. 
A. C. Pigou 
King’s College, 
Cambridge. 


ince bot and = are negative, there is no a priori necessity for the other 
t Since both “ ana & gative, there i lori ity for the oth 


stability condition, a > of is positive, to be satisfied. Common sense tells us, 


however, that soe is likely to be a very small negative quantity, while sox 


may well be a considerable one; so that there is a strong probability that the 
condition will be satisfied. 

2 Cf. Economic JouRNAL, June-Sept. 1942, p. 250. It should be noticed that 
the form ¢(C, x, r) cannot be defended by reference to the so-called ‘‘ acceleration 
principle’’; for this connects investment, not with consumption, but with rate 
of change in consumption, which in equilibrium situations is necessarily nil. 











THE POST-WAR MONETARY PLANS? 





I sHOULD like first to express my warm personal thanks for the 
opportunity which has been given me to be present at this gather- 
ing. As a student and teacher of monetary affairs, it has been 
my duty for a good many years to attempt to follow, as best one 
may from a great distance, the evolution of the Federal Reserve 
System of the United States; and in finding myself today in the 
presence of some scores of Members of Federal Reserve Boards, 
I experience something of the excitement, not unmixed with fear, 
which would be felt by a scientist who had been studying for years, 
in museums and books, the natural history of some rare and 
beautiful breed of snake, and who suddenly found himself ‘trans- 
ported into the midst of a forest where the objects of his study were 
clustering all around him, alive and breathing and ready to dart 
out their forked tongues. 

I know, however, that it is not as a University student that I 
have been invited here today, but as a member of the group of 
British civil servants who have been concerned with the formula- 
tion of a Plan for an International Clearing Union. It is my 
purpose to say something about that Plan; but you will, I know, 
appreciate that my position is rather different from that of Dr. 
White. He has been able to put before you a brand-new edition 
of the American Plan, hot from the oven, and will be able to speak 
to it as embodying the latest thoughts, not indeed of the American 
Government, but of the American Treasury experts. We, on the 
other hand, have not found it convenient to produce a revised 
version of the British Plan while our discussions with our friends 
of the United States Treasury and our friends from the other 
United Nations are still uncompleted ; and the text in your hands 
is that which was originally published last April. It does not 
follow, of course, that our minds have not moved on a number of 
points, as a result both of those discussions and of criticism from 
other directions, and you must certainly not take the text before 
you as representing the latest thoughts even of the British 
Treasury experts, while, of course, I need not remind you that His 
Majesty’s Government is not committed to acceptance of the 
Plan in any shape or form. At the same time I am not in a 
position to describe with any particularity the directions or degrees 


1 An address delivered to a conference of members of Boards of Directors of 
Federal Reserve Banks held at Chicago, August 26, 1943. 
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in which some features of our Plan may be in course of modification. 
I can only say that my colleagues in London have been, and 
are, actively considering what changes they could take upon 
themselves to recommend for the consideration of the British 
Government. 

In these circumstances I know you will be indulgent if my 
remarks are framed on somewhat general lines. I would like, in 
the time at my disposal, to do three things. 

First, I would like to ask if I can legitimately carry away from 
this gathering of experienced and practical persons an impression 
that you believe that the purposes which impelled Lord Keynes 
and his colleagues, as they impelled Dr. White and his colleagues, 
to the forming of these draft Plans, are proper and valuable 
purposes, worth trouble and effort to achieve. 

Secondly, I would like to ask whether you agree that, in order 
to achieve these purposes, it is necessary to construct a definite 
plan of an international character, and to bring its general frame- 
work into existence at a pretty early date. 

Thirdly, without (for the reasons I have given) attempting to 
expound the document before you point by point, I should like to 
draw attention to one or two of its features which have not, I 
think, been always quite clearly appreciated. 


I 


The purposes of the British Plan are set out under six headings 
in Section I of the document. Without attempting to improve 
on the language of that Section, I might perhaps venture to re- 
state the whole matter briefly as follows. The main purpose of 
the Plan is to assist the nations of the world in reaping to the full 
the advantages of mutual trade. Those advantages cannot be 
reaped unless trade (and in “ trade,’ of course, I include the 
exchange of services as well as goods) is multilateral—that is, 
unless each nation can be assured of facilities for spending in one 
part of the world what it is earning in some other part of the 
world. Now, experience shows that the stresses and strains which 
result from a contraction of trade impel countries to resort to 
measures which play havoc with its multilateral nature. There 
are three principal causes which, acting and reacting on one 
another, lead first to a harmful shrinkage in the volume of whole- 
some exchanges, and then to clumsy attempts to expand it again 
by improvised methods and in constricted channels, thus destroy- 


ing its multilateral character. The first cause is the temporary 
No. 212.—vot. Lim. AA 
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blotting-out, through causes outside their own control, of the 
earning power, and therefore the spending power, of particular 
countries. The second is a recurring tendency in some countries 
to allow their earning power, and therefore their spending power, 
to outrun what I will call their spending-will—a tendency to fail 
to make full use, for purposes either of consumption or of invest- 
ment, of the command over resources abroad which is passing into 
their lawful control. The third—sometimes an independent 
cause of dislocation, but more often a by-product of the other 
two—is an undue instability in the relative value of the monetary 
units in which the nations conduct their business. 

Ancillary therefore to the main over-riding purpose of the 
plan—namely, to maintain and foster multilateral trade—are 
three secondary purposes—namely : 

First, to provide countries with a cushion of international 
purchasing power, fully adequate, if I may change the metaphor, 
to help them to turn awkward corners and to climb unexpected 
stiles. It goes without saying that there must also be adequate 
measures for deterring countries from using these cushions to lie 
day-dreaming on in their gardens, or as magic carpets on which to 
soar into the clouds of extravagant living. 

The second subsidiary purpose is to exercise pressure on 
fortunate countries to exert their wits to find means of cashing in 
on their good fortune, instead of damaging their neighbours by 
letting it run to waste. There are so many pleasant alternatives 
—to consume more, to travel more, to administer more property— 
even (dare I whisper it) to give more away! It oughtn’t to be 
difficult—yet experience seems to show that rich nations need 
prodding to do these things. 

The third subsidiary purpose—and you will note that I put it 
third, not first—is to induce nations to refrain from altering 
unnecessarily and wantonly the relative values of the counters in 
which they conduct their dealings, and to ensure that such changes 
in those values as are dictated by the course of events are made, 
as the text of the Clearing Union Plan says, in an “ orderly and 
agreed ”’ manner. 

May I dare to hope that you, the Reserve Bankers of America, 
approve of these purposes? My own belief is that, without 
digging in on all the details of the document before you, the 
British Government and people would be prepared to co-operate 
in any Plan which could be shown to be fully calculated to 
achieve them. 
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If 


This brings me to the next part of my remarks. Assuming 
these are good objects, is it really necessary, it may be asked, to 
have an elaborate plan in order to achieve them ? In particular, 
is it necessary, or indeed wise, to frame a plan now or at any early 
date, until not only is the war over, but the nations have shaken 
down after the inevitable period of confusion which will follow ? 
Had we not better, for the rest of the war at least and the early 
phases of the peace, rub along as best we can, maintaining agree- 
ment between Britain and America about rates of exchange and 
as many other things as possible, and so creating a sort of inter- 
national nucleus of activity and stability on which the other 
countries of the world can successively come and hang up their 
hats—I’m afraid all my metaphors are getting rather mixed this 
morning—as they emerge, through the corridors of relief and 
rehabilitation, from the cellars of post-war confusion? If I 
understand aright some documents I have read, that is the kind 
of question that is being asked by a good many American critics 
of these plans, including a number of very sincere and warm friends 
of my own country. 

Now first as to the suggestion that there is not, and will not be 
at any stage, any need for elaborate international plan-mongering, 
since direct co-operation between Britain and America can do all 
that is required, or at least all that is possible, to restore and 
maintain monetary order in the world. Nobody in his senses 
would deny that, in this as in other fields, it will fall to these two 
nations to play a leading part in whatever schemes of international 
action are worked out. But to suppose that we can dispense on 
that account with an international framework seems to me a 
profound mistake, for several reasons. First, negatively so to 
speak, we in Britain at least cannot afford to leave it to chance 
how soon or how completely the countries of Europe succeed in 
hitching themselves on to an Anglo-American system. They are 
our customers, our suppliers and our competitors on an important 
scale, and we are deeply affected by the state of their financial 
health. The very fact that many of them will be in a sorry 
condition after the war, not capable of playing their full part at 
once in an international system, is surely an argument for 
organising their return to such a system rather than leaving them 
to scramble back as best they may. Secondly, many of these 
nations, including some of those now in enemy occupation, have 
an important positive contribution to make to the financial 








356 THE ECONOMIC JOURNAL [DEo. 


ordering of the world, not only in resources, but in experience and 
personnel. Lastly, and perhaps most important of all, it seems to 
me that in the present state of world opinion the worst way to 
offer Anglo-American leadership to the nations in any field is to 
seem to be imposing it on them. That leadership must develop 
within the framework of a United Nations—and ultimately of a 
still broader—system. Offered in that way it will be accepted; 
imposed from outside with a “ leave this job to London and New 
York, who know all there is to be known about it ”’ air, it will be 
resented and kicked against. As an academic person, I venture 
to suggest that if there are practical men who do not appreciate 
this, it is they who are being ‘“‘ academic ”’ in the bad sense, and 
living in an unreal world that has passed away without their 
noticing it. 

For the other element in this critical point of view—the 
contention namely that these Plans are premature—there is at 
first sight a more plausible case to be made. What is the use, if 
I may steal a metaphor which was used in our discussions earlier 
in the summer, of devising a delicate umbrella to keep out the 
rain, when the immediate thing which we have to apprehend is a 
shower not of rain-drops but of bombs ? In other words, had we 
not better put off framing our long-term plan for the monetary 
governance of the world, with its elaborate constitution and rules 
and system of checks and balances, until we have dealt, by methods 
perhaps at once cruder and more generous, with the financial 
needs of the war-torn nations in the immediately post-war 
period ? 

Now, it is certainly pertinent to enquire how far it is wise to 
charge the resources of what is meant to be primarily a permanent 
part of the world’s economic machinery with the exceptional 
burdens of the period of transition to peace conditions. I think 
it is a fair criticism of the British document that it does not give a 
completely lucid answer to this question; but I think it is also a 
fair defence that no completely lucid answer can in the nature of 
things be given. In Section 42 it is suggested that the finance of 
relief and reconstruction proper may prove to be best conducted 
outside the framework of the Plan, and the Chancellor of the 
Exchequer has emphasised that “‘ we must be very careful not to 
waterlog this scheme for handling current trading transactions 
with problems not directly related to ordinary trade.”” Neverthe- 
less, letter (e) of the list of objectives to which I have already 
referred frankly lays it down that ‘‘ we need an agreed plan for 
starting off every country after the war with a stock of reserves 
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appropriate to its importance in world commerce, so that without 
undue anxiety it can get its house in order during the transitional 
period to full peace-time conditions.” Painful as it may be to 
the purist, I do not see that this partial blurring of outlines can be 
avoided in the world as it exists to-day. We must be careful not 
to clutter up our machine of short-term credit with things which 
should manifestly be done by way of gift or of long-term loan. 
But we must also face the fact that, notwithstanding ad hoc 
measures to deal with the extraordinary difficulties of the tran- 
sitional period, our short-term credit machine will inevitably have 
heavier stresses to bear than it would if we were launching it on 
the world in serener times. It is an umbrella we are constructing, 
not a bomb-proof shelter, but a specially reinforced umbrella 
capable of withstanding a stiff shower of hail, or even of cats and 
dogs. 

Moreover, even if it should prove desirable, on the lines 
suggested in Section 42 of the Clearing Union Plan, to postpone 
the full operation of some of the clauses of the Plan, it does not 
follow that it is not eminently desirable to create its framework 
at the earliest possible date. Knowing what we know of the 
centrifugal forces at work among the nations of the world, of the 
ease with which wills tire and good intentions fade, can we doubt 
that in this, as in the political field, it would be wise to lay the 
foundations while imaginations are active and hopes are high? 


Til 


I come now to the last of my aims, which is to expatiate a little 
on certain features of the British Plan as it lies before you. 

First, as you know, it contemplates that the cushion of which 
I spoke earlier should be put at the disposal of member countries 
in the form of an international money, and not directly in the form 
of the national currencies which their individual citizens require 
in order to do their business abroad. Now, some of our banker 
friends, who have been used from their boyhood to the idea of 
buying and selling foreign currencies as if they were bushels of 
wheat, tell us that this device of an international money is an 
unnecessary complication, which will be found very mystifying 
by the plain man. My own view, for what it is worth, is exactly 
the opposite. I think that to the really plain man—including in 
that term, if I may make so bold, the ordinary Member of Parlia- 
ment and the ordinary Congressman—to the really plain man as 
opposed to the trained exchange banker, the idea of national 
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authorities paying one another quietly in cheques drawn in inter- 
national money is much simpler and more intelligible than the idea 
of a super-national exchange banker dexterously juggling in 
currencies over the international telephone. Will you tell me, 
please, if I am right ? 

Secondly, as you know, the British Plan contemplates that the 
cushion shall be made available by the method of overdraft, a 
method which is, I believe, highly unusual, and indeed scarcely 
respectable in this country. But (unless many lectures which I 
have heard and given are greater rubbish than I care to think) 
the difference between the loan proper and the overdraft— 
between borrowing money before you need to use it and not 
borrowing it until you need to use it—is really a very narrow and 
technical one; the former would, I believe, seem as perverse and 
unnatural to a Scotsman as the latter apparently does to an 
American! In any case it would not, I think, be difficult to dress 
up the Clearing Union proposals for enabling countries to borrow 
international money in what would seem to you gentlemen a less 
shocking form. 

Thirdly, I come to a point of more substance. The Clearing 
Union Plan contains provisions—if they are not thought stiff 
enough they can be stiffened up—for limiting the size of the 
cushion which any country can obtain. But having obtained its 
cushion, great or small, every country, under the Plan as it stands, 
can use it with complete confidence—there is no question of its 
cheque being returned to it as non-acceptable. This implies, of 
course, that every country participating in the scheme is willing, 
in the last resort, to accept and to hold international money 
without questions: and on the hypothesis that all the cushions 
are thrown, so to speak, at the head of a single country, and that 
that country can think of no means of throwing them back again, 
it is easy to show that its holdings of international money might 
become very large. It is also easy to show that unless it practises 
—but why should it not ?—one or other of the off-setting tech- 
niques which have been developed in recent years this access of 
international money might become the basis of a still larger 
increase in the supply of domestic money. 

Now, it would be an entire mistake to suppose that it is the 
purpose of the Clearing Union Plan to inveigle the citizens of such 
a country, whether in their capacity of holders of bank balances 
or in their capacity as taxpayers or buyers of Government bonds, 
into becoming indirect holders of international money on a large 
scale. On the contrary, the Plan contains numerous provisions 
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designed to avert this result—including even the novel provision 
of charging negative interest on holdings of international money. 
Not until it has done everything in its power to buy abroad and to 
invest abroad at long term can a surplus country fairly complain 
that pressure is being put upon it to hold international money; 
and even then it can if it wishes spend some of its holdings on 
buying gold. It is arguable that the proudest day in the life of 
the Manager of the Clearing Union would be that on which, as a 
result of the smooth functioning of the correctives set in motion 
by the Plan, there were no holders of international money—on 
which he was able to show a balance sheet with zero on both sides 
of the account. 

Nevertheless we must be realistic and we must be fair. I have 
admitted a few minutes ago that in the early days of its life the 
Clearing Union is likely, owing to the circumstances of its birth, 
to be something of what the agricultural experts call a dual- 
purpose animal—it will inevitably be called upon to supply some 
milk as well as to learn to put its shoulders to the plough. During 
those transitional years debit balances for some, with their logical 
counterpart of credit balances for others, may well be the result of 
inability on the part of the war-worn countries, to produce, not 
merely of inability to sell, and it passes the wit of man to foresee 
exactly at this stage how far these debit and credit balances as 
they emerge should be obliterated by long-term lending trans- 
actions and how far they should be left to work themselves off 
later as recovery proceeds and productivity returns in the 
borrowing countries. I think it is right and natural that any 
country deeming itself likely to be in a surplus position during 
those transition years should face the prospect that under the 
Clearing Union Plan it may be expedient, and indeed virtually 
inevitable, that it should find itself holding from time to time, if 
not continuously, sizable quantities of international money. 

Is that really such a terrible contingency to face? And is it 
really right or sensible that through fear of it countries should 
seek to limit in advance their so-called commitment under the 
Plan—in other words, their readiness to take a lead in the revival 
of exports and to receive payment for those exports in the manner 
proposed by the Plan ? 

In any case my last words on this topic must, I fear, be words 
of caution as well as of hope. The British Plan must be read as a 
connected whole. That does not mean, of course, that it must be 
accepted or rejected as a whole. But it does mean that if any 
substantial alteration were to be made in any part of it, it is not 
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easy to say without careful consideration what alterations would 
have to be made in other parts. Under the Plan as it stands those 
nations for whom the immediate future holds out a prospect of 
pretty stern and difficult times undertake to do this and that, and 
to refrain from doing this and that, in order not to foul one another’s 
paces on the steep and narrow path to economic health. In 
return they are offered the cushion of which I have spoken—the 
ration of international money which, be it large or small, they can 
use with complete confidence in its general acceptability. If that 
feature of the Plan were to be removed, then I do not say—I 
certainly do not say—the whole house would tumble to the 
ground; but I do say it would have to be explored again very 
carefully with a lamp, in order to determine which of its chambers 
would remain safe for our confident habitation. 
D. H. RoBEertson 
Washington, D.C. 































RUBBER PRODUCTION COSTS DURING THE 
GREAT DEPRESSION 


1. AtTHOUGH the traditional theory of value has been modified 
in some important respects during recent years, it is still largely 
based on a two-dimensional analysis, with the scale of output 
determining the costs of production. It is, of course, permissible, 
for a two-dimensional analysis, to select any two from a number 
of variables, and provided the assumptions are clearly stated, it is 
legitimate to conduct the analysis on the basis of a cost function 
with the scale of output as the independent variable. A variation 
of costs not resulting from a change in output is then treated as a 
shift in the position of the curve, as distinct from a movement 
along it. If, however, costs are more affected by factors other 
than the scale of output, this analysis loses much of its interest. 

A priori reasoning, as well as empirical observation, would 
lead us to believe that, over a wide field of industry, the current 
state of prosperity and, in particular, the price of the commodity, 
is likely to exercise a marked influence on costs. This note deals 
with conditions in one industry; it analyses the changes which 
took place in costs in a small, though representative, sample of 
rubber companies during the slump of 1929-33, the worst so far 
experienced by the industry. 

2. Investigation is confined to eight companies, with a planted 
acreage representing approximately 4 per cent. of the total of 
Malayan rubber estates. The companies are typical of European 
companies operating in Malaya, and their experience during the 
slump followed the general pattern very closely. In each case, 
their financial year coincides with the calendar year. Their 
accounting methods were identical and did not change throughout 
the period to be reviewed. Our examination will be confined to 
the years 1929 to 1933, which are the only ones permitting of a 
comparatively simple analysis. Up to the end of October 1928, 
and again from June 1934, restriction was in force and the rate 
of production and of export fluctuated very rapidly.1 During 
the years under review, however, there was no restriction, and 
output remained steady in spite of a catastrophic fall in price. 

3. The fall in the average spot price of rubber in London was 


1 An examination of proceeds and costs during a period of restriction would 
also be complicated by the difficulties arising out of the different accounting 
treatment of exportable and unexportable stocks, i.e., unsold rubber covered or 
uncovered by export rights. 
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over 75 per cent. in three years; and from a maximum of Is. 2d. 


per lb. 


This sharp reduction did not produce any corresponding 
fluctuation in output. Such fluctuations as did occur in the 


output 


conditions, changes resulting from the ageing of the trees, and, 
in some cases, to the maturing of clearings newly planted in 1924- 
26.2. The fluctuations in the output of the eight companies under 
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in 1929 it fell to a minimum of 14}d. per Ib. in June 1932.1 


TaBLe I 
Average Spot Price of Rubber in London, 1929-33 


(Pence per lb.) 








1929 | 1930 1931 | 1932 1933 
10} 5 3} 24 3} 
100 58 31 23 32 











of individual companies were due mainly to weather 


are shown in index number form in Table II : 
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TaBLeE II ' 
Output of Rubber of Eight Companies, 1929-33 * 
Company. 1929. | 1929. 1930. 1931. 1932. 1933. . 
(000 Ib.) e 
A 1694 100 112 119 115 108 
B 479 100, lll 128 180 162 f 
Cc 1039 100 86 90 81 65 
D 1784 100 108 131 136 125 F 
E 3362 100 105 112 120 99 e 
F 6419 100 101 lll 132 124 . 
G 2799 100 93 98 106 108 . 
H 6598 100 102 99 114 95 } 
Total | 24,174 | 100 102 108 120 108 a 
Sl 
° ° 0 
There was no cushion of excess profit in 1929 to account for 
this comparative stability of output in the face of rapidly falling 
ve 
1 The fluctuation in the Singapore price (which excluded freight, insurance pr 
and delivery charges) was naturally even more violent. ne 
2 The stability of output of the Malayan companies was of importance when no 
quotas came to be fixed under the International Regulation Scheme in 1934. of 
The basic quotas of the participating territories were largely based on average wa 
exports for the four years 1929-32, which gave Malaya a very good basis. The ye 
output of Malayan native producers also was much more stable than the output 
of the Dutch natives, and this contributed further to Malaya’s favourable th 
standard. an 
3 Companies B, D and F had areas of young rubber which came to maturity 
between 1929 and 1933. The increase in output in 1932 is to be attributed to res 


favourable weather conditions rather than to any deliberate policy. 
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prices. Indeed, 1929 was in the rubber industry a year of “ nor- 
mal profits,” if such are found in the real world. The rubber boom 
of the mid-twenties was over by 1927, and the 1929 price was the 
lowest since the 1921-22 slump. Unfortunately output and 
employment do not afford such comparatively simple tests of 
prosperity in agriculture as they do in manufacturing industry ; 
the fact, however, that the 1928 and 1929 prices which averaged 
(spot London) 103d. in 1928 and 103d. in 1929 did not yield 
abnormal profits is borne out by the modest amount of new 
planting undertaken in 1929 and 1930.1 The Economist profits 
index and the dividends declared alike reveal 1929 as a normal or 
average year, with no encouragement to movement into or out 
of the industry. Capital issues also were smaller in 1929 than in 
any other year since 1924. 

Inelastic supply is of course the general rule in agriculture 
(especially tropical agriculture), because of the relative in- 
significance of variable costs. But in rubber-growing labour 
and user costs are large enough to make a fuller explanation 
necessary. The price of rubber, though falling rapidly, rarely 
declined below marginal prime costs, which themselves fell 
appreciably; there was thus no serious incentive to restrict 
production. On the other hand, the price was never profitable 
enough to stimulate output to an extent which would have 
endangered bark reserves. Nor was there any need for an en- 
forced stepping up of production to compensate for the fall in 
price; this rarely took place on conservatively financed European 
estates. A decision on the desirability of using bark reserves 
involves a view of user cost, and the opinions of the various 
Boards of Directors on the future of the rubber industry, as well 
as the financial position of the individual companies, differed 
sufficiently to prevent any general expansion or contraction in 
output on this account.® 


' The amount of new planting undertaken in any given year affords only a 
very rough index of the industry’s prosperity in that year. Estates frequently 
prepare their planting programmes several years ahead, and to this extent the 
new planting undertaken reflects past rather than present conditions. This does 
not hold for new planting by native smallholders. Figures of the age distribution 
of rubber plantations are not very accurate, but it can be said definitely that there 
was a decline in new planting in 1929 and 1930 compared with the preceding three 


rs. 
? The Companies examined by the Economist earned for ordinary shares for 
the years ending June 30, 1929, and June 30, 1930, 8-4 and 8-0% respectively, 
and declared dividends averaged 6-2% and 5-8%. 
8 User cost is of particular significance in the rubber industry for two different 
reasons. First, bark removal reveals clearly the nature of user cost as an oppor- 
tunity cost in terms of future output and can be comprehended more easily than 
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Thus the situation was dominated by the plasticity of costs. 
With a comparatively stable output, the fall in price was by far 
the most important element affecting costs generally. There 
was a secular trend operating in favour of lower costs, but it was 
of an order of magnitude entirely different from the sharp decline 
which occurred during the years 1929-33. 

4, The all-in costs of production are usually divided into 
f.o.b. costs, London administration, freight and selling expenses, 
depreciation and amortisation, and profit-sharing items (Estate 
Staff Commission).! Discussion here is confined largely to the 
fluctuations in f.o.b. cost and in the cost of London administra- 
tion. Depreciation and amortisation are necessary elements in 
long-period supply price, but the provision made for them in the 
yearly accounts are largely arbitrary, and have no place in a 
discussion of the influence of price changes on short period costs. 
Estate Staff Commission, which was a very small item during 
these years, has been treated in the Companies’ accounts as an 
appropriation out of profits, and will not be dealt with in this 
note. Freight and selling charges require somewhat special 
treatment for a different reason. European-owned companies 
sell their rubber on three different contracts: for delivery in the 
East, for delivery in London/Liverpool, and on c.i.f. terms. If 
the proportion of Eastern delivery or c.i.f. contracts increases 
relatively to landed London contracts, expenditure on freight 
and selling will fall, even if freight rates and delivery charges are 
no lower than before. Although in such cases proceeds per lb. 
will also fall for the same reason, the proportionate change in 
gross proceeds is obviously not nearly as great as the change in 
selling costs per lb. Actually the movement of selling costs per 
Ib. can be gauged fairly well by considering the items included 





the extra wear and tear of machinery. Secondly, and more important, decisions 
on the scale of output, as well as on other matters, are frequently taken by men 
more interested in the continued existence of the companies than in the maximisa- 
tion of profit. Writers as different as Rathenau, Professor Robertson, Berle and 
Means have commented on the increasing importance of the survival of the 
organisation in influencing decisions in contrast to the maximisation of net 
revenue. It may well be that user cost will provide a suitable link between a 
theory of value based on the assumption of maximisation of revenue and one based 
on the assumption that those responsible for taking a decision will regard the 
continued survival of the company as the chief consideration: over a wide field 
of industry the latter would be the more realistic approach. In this field, how- 
ever, while user cost is likely to become increasingly important, Economics will 
have to forego its claims for consideration as an exact science. 

1 For a fuller discussion of the items included under these headings, see Rae, 
“* Statistics of the Rubber Industry,” Journal of the Royal Statistical Society, 
1938, Pt, IT. 
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under this heading. Freight and selling costs comprise freight 
and delivery charges which do not, and brokerage, commission 
and marine insurance which do, vary directly with the selling 
price. During the years 1929-33, with the collapse of the market 
the average of the variable items fell about 75%, while freight 
and delivery charges declined by about 25-30% between the end 
of 1929 and the end of 1933. In the final result, the proportionate 
fall in freight and selling costs per Ib. was of much the same order 
as the fall in f.o.b. costs.1 

5. Table ITI shows the weighted average costs of the eight 
companies for the years 1929-33. The difference between all-in 
costs and the sum of the f.o.b. costs and London administration 
represents of course freight and selling charges the special treat- 
ment of which was explained in the preceding paragraph. Details 
for each of the companies are given in the Appendix, from which 
it will be seen that their experience was largely uniform. 


TABLE IIT 


Weighted Average of Costs in pence per lb. for Eight Rubber 
Companies, 1929-33 





| 1929. | 1930. | 1931. | 1932. | 1933. 


Direct f.0.b. cost . 2-28 1-97 1-24 0-97 1-02 
Indirect f.0.b. cost 2-47 2-27 1-41 0-86 0 
London administration . 0-26 0-26 0-18 0-15 0- 
——“_—. so. | 5-85 5-16 | 3-29 2-35 2 

















Decisions taken by Boards of Directors on cultivation and 
tapping policies cannot be understood unless the influence of 
these factors is given full weight. 

The remarkable fall in f.o.b. costs serves to explain how rubber 
companies succeeded in surviving in the face of a 75% fall in price 
from a level which itself did not yield abnormal profits. The 
rapid fall in direct costs is of special interest, since without it out- 
put would of necessity have been curtailed before prices reached 
such phenomenally low levels. 

It would be interesting to speculate to what extent these 
remarkable reductions in cost could be attributed to increased 
efficiency, to postponement of expenditure and to reduction in 

1 The fall in freights was somewhat greater than could be expected in the 
case of a usually “‘ sticky ”’ item, especially when it is realised that it was controlled 
by a strong liner conference. The explanation lies in one or two successful out- 
side charters by one leading shipper, as well as in the appreciation by the shipping 


companies of the plight of the rubber industry, which by 1931 was such that a 
curtailment of exports was widely regarded as probable. 
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wages, salaries, fees and cost of supplies. Unfortunately no 
accurate estimate can be given; the data are quite inadequate, 
e.g., hours worked cannot be ascertained. There is also another, 
even more important, point. In several respects the postpone- 
ment, and even the abandonment, of certain kinds of expenditure 
turned out to be in accordance with sounder methods of cultiva- 
tion. The outstanding instance was furnished by the abandon- 
ment of clean weeding. The cost of weeding was by far the most 
important item in the upkeep and cultivation of mature rubber, 
and before the slump the great majority of European estates 
regarded the clean weeding of their properties as a first essential 
of sound cultivation. This expensive practice was discontinued 
during the slump and it was discovered that its abandonment 
greatly improved the fertility of the soil through the prevention 
of soil erosion and the retention of moisture in the ground. The 
saving of an expense sometimes equivalent to 3d. per lb. thus 
actually improved the long-run productivity of the estates. But 
even if it is not possible to analyse the reduction in costs into 
simple cuts and into increased efficiency, it is possible to give 
some general indication of their respective contributions to the 
cause of reduced expenditure by considering the chief elements. 

6. The most important items in indirect f.o.b. costs are the 
supervision of the estate (approx. 25% of indirect f.o.b. costs), 
rent (15%), medical expenses (7%), agency fees (7%), and the 
cultivation of the estate with weeding and manuring as the 
heaviest items (30-35%). Other cultivation expenses and 
miscellaneous charges account for the balance. These figures are 
only rough approximations, but they indicate the orders of 
magnitude. These indirect f.o.b. costs are mostly in the nature 
of “‘ running overheads ” and the only item in which labour costs 
are important is weeding, which, as has been mentioned, was 
drastically curtailed. 

The salaries and allowances of European managers and 
assistants were cut by percentages ranging from 5 to 35; super- 
vision costs, however, fell much more than in proportion. Pro- 
perties which had previously been in the charge of a manager and 
two or three assistants were supervised by a manager’ without 
help, or with one assistant only. The improvements in the road 
system of Malaya greatly contributed to this development by 
enabling managers to move quickly across considerable distances 
and thus to look after widely separated properties. The total 
planted acreage of the companies reviewed amounted to 79,173 
acres at the end of 1929, to 81,950 acres at the end of 1932, and 
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to 81,846 at the end of 1933. The European staff on the estates 
at the corresponding dates was 91, 47 and 48, and thus the acreage 
supervised by one European averaged 870 in 1929, 1,744 in 1932 
and 1,705 in 1933. This higher standard has been maintained 
ever since the slump, and one European to 1,700-1,800 acres has 
since been regarded as the normal figure, instead of to 800-900 
acres, and the resulting saving represents about ?d. per Ib. It 
is probably reasonable to estimate that a substantial proportion, 
probably over 40%, of the reduction in indirect costs, represented 
a genuine increase in efficiency, including the savings resulting 
from the abandonment of certain items in cultivation costs, 
which eventually turned out to be unnecessary. 

A somewhat different picture is presented by the direct costs. 
These consist of tapping, curing and packing costs, together with 
the cost of transport to the nearest shipping port. Tapping costs 
consist almost entirely of labour cost, which is also the heaviest 
item in curing. Tapping and curing represent approximately 
80% of the direct f.o.b. and it can be said that labour costs 
account for about 75% of direct f.o.b. costs. A certain reduction 
in costs resulted from the adoption of selective tapping, under 
which poorer areas and trees were rested and tapping concentrated 
on better areas and trees. There was also an increase in efficiency 
in curing and packing, but by far the most important factor 
behind the reduced cost was the cut in wage rates; there was 
also some increase in hours worked. 


TABLE IV 


Daily Wages of South Indian Estate Labour (Male) on Estates of 
Eight Rubber Companies—1929-33; end of each year 


Straits cents/day. (Mode.) 





1929. | 1930. 1931. | 1932. | 1933. - 








50 | 40 3 | 628 | 80 





These wages represent the daily pay of ordinary Tamil field 
workers and tappers; factory workers and foremen would receive 
higher wages. The figures given are, however, indicative of the 
general trend of the wages of estate labour during these years. 
It should be added that the cuts took place mainly late in 1930, 
early in 1931 and again early in 1932, which explains the com- 
paratively small fall in average direct costs from 1929 to 1930 
(less than in proportion to the fall in wages between December 
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1929 and December 1930). This collapse in Tamil wages provides 
a very important, though not necessarily extreme, example of the 
low elasticity of supply of agricultural labour. 

Costs of London Administration also fell heavily 1—from 
0-26d. per Ib. to 0-15d. per lb.—although the reduction was not 
so pronounced as in f.o.b. costs. This somewhat smaller decline 
is in accordance with a priori expectation, since office expenses 
and salaries are not so easily subject to severe cuts, and for some- 
what different reasons Directors’ fees are not likely to be reduced 
so severely as other items, nor Directors removed from the Board. 

7. From the companies’ point of view, proceeds per lb. and 
all-in cash costs are the most important factors. Table IV shows 
for each company the gross proceeds per Ib. and costs per lb., 
including f.o.b. costs, London administration and freight and 
selling charges. 

TABLE V 


Gross Proceeds and Costs, in pence per lb., of Eight 
Rubber Companies, 1929-33 























Company. 1929. 1930. 1931. 1932. 1933. 
A Gross proceeds 9-33 5-66 3-45 2-88 3°47 
All-in costs 4:92 4-32 3-00 2-44 2-37 

B Gross proceeds 13-58 5-89 3-00 2-15 2-68 
All-in costs 8°35 7-40 3-97 2-54 2-71 

C Gross proceeds 10-45 5-31 3-10 2-24 2-83 
All-in costs 6-29 6-10 3-73 2-81 3-13 

D Gross proceeds 9-26 5-96 3-39 2-41 3°33 
All-in costs 5-07 4-45 2-84 2-00 2-13 

E Gross proceeds | 10-26 5-76 3-06 2-35 2°84 
All-in costs 7-11 5-32 3-61 2-17 2-67 

F Gross proceeds 9-19 6-38 3-29 2-34 2-85 
All-in costs 6-80 5-60 3-48 2-43 2-47 

G Gross proceeds 10-25 6-33 3-23 2-28 2-90 
All-in costs 6-18 6-55 3-82 2-80 2-79 

H Gross proceeds 9-70 6-05 3-34 2-59 3-34 
All-in costs 6-18 5-12 3:26 2-28 2-43 

Weighted Gross proceeds 9-76 6-06 3-27 2-44 3-05 
average } All-in costs 5°85 5:16 3-29 2-35 2-47 











The plight of the companies during the slump despite the 
great reduction in costs is evident from the table. None of them 
paid a dividend in 1931, and only three declared a dividend any 
time between 1930 and 1932. Allowances for depreciation and 
amortisation were also non-existent or inadequate. 

Tt is probable that the field over which costs can be reduced 
in response to a fall in prices is more extensive in rubber than in 
many other industries, and that the figures discussed thus depict 


1 See Appendix. 
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an extreme case. Nevertheless, it may well be that, over a wide 
range of industry, the price of the product is at least as important 
as the scale of output as an influence on costs. 
P. T. BAUER 
London. 


APPENDIX 


F.O.B. Costs, and Costs of London Administration, in pence per 
lb., of Hight Rubber Companies, 1929-33 





























Company. 1929. | 1930. | 1931. | 1932. | 1933. 
A Direct f.o.b. cost 2-06 1-60 1-13 0-88 0:97 
Indirect f.o.b. cost 1-66 1-75 1:17 0-99 0-75 

London Administration | 0-33 0-31 0-24 0-23 0-27 

B Direct f.o.b. cost 2-91 2-63 1-65 1-06 1-05 
Indirect f.o.b. cost 3-70 3-35 1-29 0-68 0-78 

London Administration | 0-79 0:67 0-47 0:3 0:36 

Cc Direct f.o.b. cost 2-54 2-30 1-49 1-11 1-13 
Indirect f.o.b. cost 2-42 2-63 1-44 1-02 1-17 

London Administration | 0-45 0-51 0-38 0-35 0-41 

D Direct f.o.b. cost 2-09 1-60 1-10 0-82 0-93 
Indirect f.o.b. cost 1-83 1-91 1-09 0:64 0-62 

London Administration | 0:31 0-28 0-20 0°18 0-21 

E Direct f.o.b. cost 2-54 2°15 1-38 1-06 1-1l 
Indirect f.o.b. cost 3-43 2-23 1-57 0°87 0-98 

London Administration |} 0-31 0-31 0-21 0-18 0-22 

F Direct f.o.b. cost 2-72 2-23 1-34 1-04 1-ll 
Indirect f.o.b. cost 3-06 2-48 1-54 0-91 0-92 

London Administration | 0-24 0-25 0-16 0-12 0-13 

G Direct f.o.b. cost 2-62 2-15 1-42 1-13 1-09 
Indirect f.o.b. cost 2-53 2-51 1-80 1-17 1-23 

London Administration | 0-25 0-26 0-18 0-14 0-13 

H Direct f.o.b. cost 2-53 1-96 1-25 0-98 1-02 
Indirect f.c.b. cost 2-67 2:46 1-42 0-85 0-93 

London Administration | 0-16 0-14 0-12 0-09 0-12 

7 Direct f.o.b. cost 2-28 1-97 1-24 0-97 1-02 
Weighted { Indirect f.0.b. cost 2-47 | 2-27 | 1-41 | 0-86 | 0-90 
average \! London Administration | 0-26 | 0-26 | 0-18 | 0-15 | 0-17 





The difference in costs as between different companies does 
not require much comment. A and D possess exceptionally 
high yielding areas and are generally easy to operate. B with 
its 1929 or 1930 output was clearly an uneconomic producer, and 
y its rising output throughout these years contributed to the 
ud exceptionally large reduction in the indirect f.o.b. costs. 


1€ 


ict 


No. 212.—vo.u. Lim. 














THE GERMAN WAR ECONOMY—X 


General Organisation 


1. Party Control of Economic Life has been further extended. 
Party representatives have been appointed to the Boards of 
the big banks and the State railways. The Party, through 
its Gauleiters, is in charge of the new concentration drive of shops 
and firms, and “ political reliability ” is specifically mentioned 
among the qualifications for survival. The reshuffling of the 
wages system ! has placed the Party in control of wages policy; 
the new “time assessors ”’ are all officials of the Labour Front 
(a branch of the Party). The Ministry of Armaments has acquired 
50% of the shares of the new producer gas monopoly (223% held 
by private coal interests, 10° by private wood and peat interests, 
174% by oil interests). The Ministry of Economics tries to retain 
at least the direction of the concentration of industry. Land- 
fried, the Secretary of State, declared: ‘‘ These matters can only 
be organised by central direction for the whole country, and thus 
the Ministry of Economics has requested the Reich Defence 
Commissioners (the Party Gauleiters) to refrain from local 
measures.”” He had, however, to admit the case for “local 
control ”’ in the concentration of shops, artisans and restaurants. 
The Minister of Economics had also to concede Gauleiter control 
of the new Regional Chambers,” in putting out this face-saving 
formula: ‘ Direction from the Minister of Economics, and 
political inspiration from the Gauleiters.” The Minister of 
Economics himself * gave this reason for the new system: ‘“ The 
old Chambers have been politically inaccessible because their 
area did not coincide with the Party districts.” It now appears 
that the success of ‘‘ Industry ” in preventing the Party Advisers 
from being made Presidents of the new chambers * was a Pyrrhic 
victory : the new Presidents have been “ appointed to the staffs 
of the Party Advisers,” and have thus been made subordinate 

Note.—The series continues to be supported by a grant from the National 
Institute of Economic and Social Research. The rate of conversion used is 
£ = 12 marks, as before. (The rate used in calculating prisoners’ of war pay 


under the Hague Convention is £ = 15 marks, see Hansard, 26/5/43, p. 1563.) 
The period covered in this survey is the first half of 1943. 


1 See IX, pp. 249-50. 2 See VIII, p. 122. 
3 Addressing the Munich Chamber of Commerce in June on its centenary. 
* See VIII, p. 122. 








= 2 oe oe 


= ©, oe Oe me el 














DEC. 1943] THE GERMAN WAR ECONOMY—xX 371 


tothem. The Advisers may also “ assign tasks ”’ to the Chambers ; 
they “‘ must be invited to all important meetings and kept fully 
informed’; and any difference between Adviser and Chamber 
is to be referred to the Gauleiter for final decision. The labour 
exchange system is also to be adjusted so as to coincide with the 
42 Party Gaue and facilitate Party control. Finally, party 
representatives are also prominent in the new Advisory Com- 
mittees, which have been attached to the (compulsory) industrial 
organisations (‘‘ industrial groups ’’). 

2. German “ Quality Production.” There is an increasing 
shift in emphasis from quantity to quality of production. Flexi- 
bility in shifting over from one type of production to another is 
declared to be the “ strong point of the German system ” and to 
“offset any inferiority in mere quantity.” The dispersion of 
output enforced by air raids is made to appear as almost a blessing 
in disguise. Speer declared that “the German armament 
industry does not rely on conveyor-belt methods like America 
and Russia,” even though she “also had mammoth works 
probably superior in size to anything the enemy had.” But as 
regards quality and flexibility there is a much-discussed criticism 
by a High Command speaker that “‘too many new ideas are 
pigeon-holed in some office or other,” and that managers and 
designers “ give a superficial impression of progressiveness by 
making a big noise.” 


Organisation of Supply 

1. Output Figures. The following official figures were given 
by Speer for May 1943. Output of munitions 6-3 times higher 
than the average of 1941 (by weight) with only 50% more labour, 
guns 4 times with only 43% more labour, tanks and aircraft 
“several times more,” but light tanks only 20°% more. 

2. Further Progress of Concentration. The Chairman of 
the Reich group “Industry” declared that cost comparisons 
for the purpose of concentration have had “ strangely surprising 
results.” ‘* Firms with a world-wide reputation have been shown 
to be worse than quite unknown works.” Half of the 1,800 
publishers have been closed down. The “ Rings ” of the Ministry 
of Armaments 2 continue to enforce concentration; as an example 
the “‘ Ring ” responsible for the manufacture of airmen’s harness 
has closed down 24 out of 42 factories. Some figures illustrate 

1 For figures of concentration in banking, see the writer’s article in the 


London and Cambridge Economic Service, October 1943. 
? See VIII, pp. 121-122, and IX, p. 244. 
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the degree of concentration in the food trade; comparing present 
and pre-war figures, the numbers have been reduced as follows : 
cattle-dealers by 58%, flour-dealers 35%, butter wholesalers 
70%, egg wholesalers 46%, potato wholesalers 28%, milk 
retailers 44%, fish wholesalers 78%, dairies 38%, distilleries 
94%, confectioners 41%, coffee substitute-makers 78%, fodder- 
makers 71%. The total number of dealers or manufacturers 
eliminated in these branches alone exceeds 95,000. 

The ‘Stalingrad’ concentration of shops! was declared 
to be completed in July, four months after the date originally 
fixed. The labour set free is stated to be ‘“‘ below the original 
expectations ” (of 300,000).2 About 150 of the 740 department 
stores and unit price shops are also to be closed down. The 
closing of shops is alternately acknowledged as a “ great sacrifice 
which will be duly rewarded after the war,” and said to be for 
the benefit of the small traders themselves, so as to “‘ protect them 
from having to live on their capital.’ Air raids have interfered 
with the closing of shops, and closed shops have had to be reopened, 
both in bombed and evacuation areas. The machinery in closed 
workshops will be leased, or sold with a right to re-purchase 
after the war or to a post-war priority certificate for a new machine. 
Closed shopkeepers and artisans are warned not to use the war- 
time amalgamation as a “‘ camouflage under which to continue.” 

3. Transport. The progress of zoning® is reflected in the 
Report of the State Railways for 1942. This shows that revenue 
from goods traffic declined by 1-8% (for the first time since 1933), 
while passenger revenue increased by 24%. The drop in goods 
revenue—apart from zoning and diversion to canals—also, 
of course, reflects the further restriction in the supply of civilian 
consumption goods. Total railway receipts were up by 8-5%, 
total expenditure by 8-3%. Locomotive building, according 
to Speer, is now stated to have increased to within 80°% of the 
pre-war maximum and four times the average for 1941. The liquid 
resources of the railways—representing non-invested deprecia- 
tion allowances—have increased by £81 m. during the year (and 
by £135 m. since 1939). A further list of places* has been 
issued, this time in Western Germany, from which goods must 
be sent by river or canal if the place of destination can be thus 
reached. Refrigerator barges are now produced of 500 tons 
capacity. The tonnage moved by inland shipping in 1941 was 


1 See IX, p. 246. 2 See IX, p. 246. 
3’ The German term is ‘‘ transport disentanglement ’’ (Verkehrsentflechtung). 


* See VIII, p. 124. 
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20% above 1940 (timber + 21%, ore + 68%, building materials 
+ 32%); even potatoes are now carried by barge. 

Special vehicles (called “‘ street rollers’’) are used to bring 
goods directly from the station to the consignees, in order to 
speed up turn-round. The “Ring” for electro-engineering is 
stated to have reduced transport requirements for cables by 
20% through a zoning system. All business journeys are pro- 
hibited, except for ‘“‘ urgent needs of the armament and direct 
war industries.’ Bicycles and cigarettes are among the latest 
goods to be zoned; the maximum distance over which timber 
may be sent has been reduced from 15 to 12 miles. 

The transport position has now sufficiently improved to permit 
of a cancellation of the overloading permit 1(inJune). To prevent 
a recurrence of a crisis, a system of ‘“‘ transport in advance ”’ and 
storage at the railway stations is being organised. 

4. Exchange of Experience. The Ministry of Armaments now 
publishes a special periodical called Exchange of Experience. 
It is pointed out that “the good entrepreneur is interested 
in his wasteful competitor because the bad one uses up too 
many materials and thus reduces the good one’s quota.’’ Speer 
explained in his June speech that he works by the system of 
“picking out the firms with output above the average and 
giving them dictatorial powers over the rest.” In an article 
in Vierjahresplan he refers to the great differences in efficiency : 
an A.A. telescope took in one works 21,120 minutes and in the 
best only 8,580; a high-tension isolator 14-4 and 3-1 minutes; 
and other differences ranged up to 600%. He goes on to ask: 
“Can we imagine in the plutocratic countries a firm which 
fought for decades as a cartel member against outsiders, and which 
now opens its door to all former competitors ? ”’ 2 

The working of this system of “ leading firms ”’ with “ dic- 
tatorial powers’ is described in Deutsche Volkswirtschaft* for 
the clothing industry. There are 120 “ leading firms ”’ (one for 
each branch), of which 30 are medium or small firms. Their 
“ sacrifice ”’ in re-organising the other firms in their branch is 
“compensated by preferential orders and allocations.” They 
will be watched, and their certificate cancelled, if they do not give 
sufficient help to other firms. As a result of this supervision by a 
“leading firm,” output per hour in some firms is said to have 
increased by 40-50%. 


1 See VIII, p. 125. 

* The case referred to is evidently the patent for H.P.N. steel, see VIII, p. 135. 

* This is the new standard journal in which all the previous ones have been 
amalgamated. 
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Labour. 


1. Statistics. The number of armament workers in spring 
1943 was stated to be 23% higher than in January 1942. There 
are now 3} million more workers than before the war. No recent 
figures have been given for foreign workers, but as their number 
is at least 6} millions (civilians only), the number of German 
workers must have declined by about 3 millions. Even if the 
new labour registration! yielded over 1 million new workers 
(as claimed) and the closing of shops a further 300,000, there 
would still be a deficiency by about 1-7 millions. In 1942, it is 
claimed, twice as many recruits as in 1941 have been obtained 
for the armament industries. The railways now employ 1-7 
million people. On the other hand, the case of insurance illus- 
trates the drain from unessential occupations, the number of 
persons occupied having fallen from 152,000 before the war to 
72,000 (more than 50% of them women), and this is to be cut by 
a further 20,000. 

2. The New “ Stalingrad” Registration.2 It is stated that 
500,000 men and 3 million women registered under the new 
decrees. 11% of the men and two-thirds of the women are 
considered ultimately suitable for work. Some more detailed 
figures have been given for the Berlin area. There, 83% of the 
newly registered were women. Of these, half have been directed 
to work, one third were unsuitable, the rest were ‘‘ under con- 
sideration.”’ Of the directed women (half of whom were sent to 
full-time work), 44°, had not worked during the last seven years, 
19% had done office work, 10°, domestic or agricultural work, 
26% factory work. Of the directions, 90°, were to factory work, 
10% to office work. Persons in closed shops or works have to 
register even if above normal registration age; the age limit also 
does not apply to agricultural conscription. The newly registered 
get a specially marked labour card which is supposed to entitle 
to priority release after the war, but only if they volunteer for 
work and not if they wait to be directed. 

A number of appeals and threats have been published against 
women omitting to register for a considerable time after the 
official date. Prison sentences (3-12 months) have been passed 
for non-compliance. Air raids and evacuation also interfered 
with the process of registration and direction in many industrial 
areas. Directors and partners of firms have to register for work 


1 See IX, p. 247, and below. 2 See IX, p. 247. 
3 Over 100,000 persons in Berlin alone were directed to work, according to 
the Minister of Finance. 
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unless they have a definite employment contract committing them 
to work for at least 48 hours per week. A special check-up was 
ordered on employers who have taken their wives, children and 
other relations into their firm in order to remove them from regis- 
tration drafts. In directing women, the tendency has been to 
send half-timers into offices to set free office workers for the 
factories, because half-timers in factories “‘ tend to create unrest 
among full-timers.” It is also explained that factories were 
deliberately over-staffed for a time by the new draft so that the 
remaining men could train the new women before being called 
up. Thus, women were not necessarily directed to their ultimate 
destination, but to a preliminary place with training and super- 
visory facilities. 

3. Absenteeism. An official investigation in 42 factories 
has revealed that of 389 “ should-be-hours ”’ only 309 are actually 
worked. Employers may now deprive absentees of their Christ- 
mas bonuses and paid holidays, and also transfer workers to 
lower-paid jobs for “misconduct.” Husbands have been 
sentenced for forcing or persuading their wives to be absent from 
work, and absentees are imprisoned for terms up to one year. 
Domestic servants receive up to nine months for absenteeism or 
“ laziness.” 

Wages Policy.1 

The new methods of “ efficiency wages ” 2 have been extended 
to the clothing industry, helped by the standardisation of work, 
especially on uniforms. The new system combined with the 
general cut in piece rates is said to have increased output by about 
20%. 

Warnings of the Labour Trustee to employers include one 
that special holiday pocket money—over and above holiday pay— 
must be limited to ls. 8d. per day; that workers transferred from 
higher-paid office to factory work may not be given their old 
wages, except for a transitional period of three months as a “ train- 
ing benefit ’; that employers must cease to undertake “ lengthy 
journeys”’ in order to obtain permission from officials to give 
increases to their higher administrative and technical personnel.* 

Certain concessions have been made in “ Eastern Workers ”’ 
wages in order to increase their efficiency. They may also be 


1 For figures of earnings, etc., see London and Cambridge Economic Service, 
October 1943. 

2 See IX, p. 249. 

5 For doubts expressed in the effectiveness of the agricultural wages stop see 
below, Price Control (Higher Food Prices ?). 
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put on piece rates now. After the deduction of 17s. 6d. per week 
for board and lodging in the camp, their monthly cash earnings 
may vary from 5s. to £7 per month. Up to April 1943 foreign 
workers had transferred home £110 millions in wages, which 
accounted for a considerable part of the German clearing deficit, 
which was then about £750 millions. 

A special “‘ wood-gas bonus ” may be paid to drivers of gas- 
driven vehicles (up to ls. 8d. per day) and to persons maintaining 
the vehicles (up to 10d. a day). 


Price Control.” 


1. General Review. The Price Commissioner, in reviewing his 
work during 1942, mentions the fields where ‘“ increases could 
not be prevented’: potatoes, vegetables (locally), wooden-soled 
shoes, imported furniture and toys. (In the case of shoes, 
incidentally, price control has created a paradoxical situation; 
leather shoes of pre-war quality are cheaper than wooden-soled 
war-shoes.) His main successes in reducing prices he declares 
to be razor blades and electric bulbs. In textiles, too, the rising 
tendency was successfully arrested : ‘‘ where outward appearances 
suggest a different state of affairs, this is due to the tendency of 
people to buy best-quality clothing only.” “ Four principles ” 
are laid down for 1943: stable prices to protect the saver, 
accommodating attitude of the price control staff, no leniency 
for offenders, intensified training of price control officers. The 
purpose of price control is re-defined as “to re-establish the 
respect of money which has been lost here and there.” In 
spite of its benefits to the consumer, “even the consumer is an 
enemy of the Price Commissioner.”’ ‘‘ There are many consumers 
who do not want his protection but who would be willing to pay 
any price for goods—if they could only get them.” In spite of 
the endeavour “ to re-establish the respect of money ” the policy 
of granting premiums in kind continues. Farmers surrendering 
sheep wool, for example, receive coupon free knitting yarn as a 
premium. 

2. Evasion of Price Control. A special check-up on florists 
on “ Heroes’ Day ”’ revealed that 340 out of 900 exceeded the 
permitted prices. A special warning that their prices were 
“‘ excessive ’’ has been issued to the makers and sellers of fountain 


pens. 


1 See below, under Finance. 
2 The official indices continue to show the customary slight increases. For 
details see London and Cambridge Economic Service, October 1943. 
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3. Reductions Enforced. Prices for producer-gas equipment 
were reduced by 30%, made possible by mass production, now 
started : half of the reduction will be passed on to the owners of 
cars, half will be a subsidy to the fitting garages. All group 
prices } are to be cut by a further 5% and all savings due to the 
cut in pieces rates * must be fully reflected in lower prices. A 
price reduction for soap is admitted by Volkswirt to be spurious, 
due to lower quality and less weight. To prevent excessive prices 
for second-hand goods they must now be officially valued before 
sale in a number of towns. 

4. Increases Permitted. To encourage pig-raising the pro- 
ducer’s price for pigs has been increased again (to be absorbed 
by an increased subsidy and not passed on to consumers) coupled 
with definite quotas of feeding stuff. Those selling at approved 
prices or group prices may cancel the customary discounts; 
special premiums for raw material saving may also be added to 
the group prices. As a result of the higher price of potatoes, 
all potato spirits are increased by 30%. The special premiums 
for the surrender of milk or fats are extended to all deliveries 
in excess of 60° (previously 80%) of the district average. 

5. Higher Food Prices? The Frankfurter Zeitung—in its 
last days—was campaigning for a general increase in food prices, 
to absorb “surplus money,” enable agriculture to accumulate 
capital for post-war reconstruction, thus providing a steady 
market for post-war industry, and stop the “ unprecedented 
flight from the country.” In this connection the paper throws 
doubt on the wages stop by declaring that wage costs in agricu- 
culture have gone up “in an extraordinary degree.” “It is 
useless to point out that the statistical wages of farm workers 
are hardly higher than a few years ago,’’ because ‘“‘ competent 
workers have to be paid more than the agreed wages.” 

6. Delegation of Price Control to Industry.2 This trend is 
apparently not universally welcome in industry. At least, 
Bank reports that in such cases the groups, associations or other 
industrial bodies to whom such powers were transferred ‘“‘ came 
back to the Price Commissioner because the clash of interest within 
the trade was too great.”” (Notes on the development of the 
group price system will be given in the next instalment.) 


Restriction of Consumption 
No further figures have been published, but the progressive 
restriction is reflected in the decline of railway receipts for goods 
1 See VII, Price Control. 2 See IX, p. 250. 3 See IX, p. 252. 
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moved ! and also in the balance sheets of companies serving the 
consumption trades. (The biggest Western German department 
stores, for instance, showed a drop in receipts between 1940 and 
1941 by 6%, in spite of higher prices.) 

1. Agricultural deliveries are stated to have further increased 
as a result of lower self-consumption on farms. In 1941 and 
1942, as much as 71% of all milk produced was surrendered 
(63% in.1939 and 70% in 1940), grain deliveries improved from 
62-5% of production in 1940-1 to 64:7% in 1941-2 (52-5% in 
1935/36), potatoes for dispatch to towns from 8-7% of the crop 
in 1939-40 to 16-7°% in 1940-41 and 33-2% in 1941-42. To check 
deliveries, 600 farm inspection committees are now at work. 
The committees can compel farmers to lend a hand on neighbour- 
ing farms, and arrange for the compulsory transfer or loan of 
labour, equipment and draft cattle to other farms. Unsatisfac- 
tory farms can be sold by auction by a decision of the Reich 
Food Estate. Volkswirt fears this may be the beginning of 
socialism in agriculture. Cattle which appears milk-fed—in 
violation of the law—is to be seized at the markets from the 
farmers. Self-consumption of milk on farms (comparing 1942 
with 1940) is said to have been reduced by 1,400 million pints 
(half of it from human consumption, half by not feeding it to 


calves). 
2. Regional Inequalities are complained of in working clothes 
and, especially, ironmongery. Volkswirt explains: “The in- 


dividual trader can only attempt to shift his quota to the most 
urgent bottle-neck, as from stoves to pans, but cannot increase 
the total supply in his area.”” In tobacco (where allocations are 
all based on a pre-war reference basis) even this outlet is not 
available. The paper then denies that supplies ought to be 
automatically adjusted to changes in population. Labour 
conscripts, for instance, drafted into an area have no need of 
household goods, and ‘‘ one must also remember the difference 
of normal standards of living as between German and foreign 
workers.” Also, the extra population is often supplied through 
canteens. In the end, however, the paper thinks that some more 
attention might be paid to the statistics of migration in allocating 
goods. 
Restrictions on Investment 

1. Housing. The position has become critical, both in raided 
and evacuation areas. According to Ley, 1 million rooms had 
been destroyed by air raids up to June 1943. The air raids are 
1 See above, Transport. 
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called a “dwelling space blockade.” In 19 of the 42 Gaue, 
the Gauleiters have assumed billeting powers. No one must have 
two flats; no single person must live in a multi-room flat ; further, 
all flats are to be used for billeting where the number of rooms 
exceeds the number of residents by more than 2, children under 
10 being counted as half a person. Offices are to be transferred 
into closed shops to set free suitable dwelling space. There 
have been 300,000 houses completed since the war, and 100,000 
are half-completed. All new building now is of “ auxiliary 
dwellings,’ two-floored houses with 16 dwellings in each. In 
general, also, new building has been even more strictly controlled : 
the free exemption limit has been reduced from £420 to £40, 
and maintenance work on the famous Awutobahnen has been 
stopped. 

2. Agricultural machinery is now so short of requirements that 
even the official paper declares that no record harvest can be 
expected in war, and the best to be hoped for is a ‘“‘ moderately 
good harvest ” at normal pre-war levels. The allocation of potash 
and nitrate has also been further reduced. 


Substitute Materials 

1. Saving of Metals. Speer, when giving output figures,* 
claimed that an increase of 530° in munitions had been obtained 
by using only 132% more steel, 2% more aluminium, and 57% 
less copper. Similarly, the production of guns was quadrupled ? 
using only 78°, more steel, 50% less copper and 90%, less alumin- 
ium. All brewery machinery made from copper has been re- 
quisitioned, and even copper vessels with a capacity of more than 
8} pints from private households. 

2. Leather Substitutes. Apart from rabbit skins (which must 
be surrendered) substitutes are also made from leather scrap, 
fibres, and meat fibres. The trouble so far is “ unsatisfactory 
resistance to cold.” “This was specially noticeable during the 
severe winter 1939-40 when there was considerable wastage of 
pseudo-leather products by cold.” (Vierjahresplan.) A patent 
has been granted to a firm for making shoes from “ glass wool ”’. 
The new material is said to be “ soft, yet hard-wearing ”’. 


Money and Finance 


1. Flight from money has gone so far that housewives do not 
wait for their change in shops in order not to lose time for the 


1 See above, Organisation of Supply. 
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next queue; other signs are lavish tips to waiters in the hope of 
preferential treatment, the enclosing of bribe money in inquiries 
for booking rooms; and so on. Funk, in his Reichsbank speech, 
threatened the “‘ deserters into real values ”’ with special post-war 
taxation. He also threatened taxes on hoarded notes. He 
attacked ‘foolish talk that money does not matter.”’ The 
” barter trade must be opposed because it undermines faith in the 
value of money.” On this, the journals are divided, as some 
declare that properly controlled barter may be a good thing 
in putting to better use the available supplies of second-hand 
goods. They all agree, however, that the “barter mania” 
has long exceeded all permissible limits. Funk explained the 
increase in the note circulation (now again very fast after a flatten- 
ing out last year) by the usual reasons and by air raid requirements 
but the journals continue to be very worried by it. (In August 
1943 the circulation was 34% higher than a year before; the rate 
of expansion during 1942 had been 27%). The middle classes 
were assured that there would be “ no frivolous financial policy ” 
and that there was no truth in the rumours of a new tax on savings 
or capital. 

2. Stock Exchange Developments. With the virtual suspension 
of free dealing in shares,1 the boom has now shifted to industrial 
debentures. This has led to ‘‘ very unwelcome phenomena ” 
in this market (Volkswirtschaft). “‘ Everyone tries to secure new 
debentures at issue even if there is not the slightest intention of 
keeping them as a permanent investment.’ The risk of loss of 
capital on repayment is “‘ completely neglected.” ‘‘ Employees 
and good friends are favoured ” in their allocation. The paper 
suggests that the issue price should be raised up to the level of 
Stock Exchange valuation, and that the extra money should be 
paid into a special fund to support the quotation of debentures 
after the war when the flight into real values no longer applies. 
For shares, prices are now fixed by the Minister of Economics, 
or as the Secretary of State puts it: “ Quotations are determined 
not by supply and demand but by economic leadership.” A 
nominal Stock Exchange is apparently to be kept going under 
strict control to prevent a black market in shares. 

H. W. SINGER 

University of Manchester. 


1 See IX, p. 259. 
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REVIEWS 


Capitalism, Socialism and Democracy. By JosrpH A. Scuum- 
PETER. (London: George Allen and Unwin, 1943. Pp. 
381. 15s.) 


PROFESSOR SCHUMPETER takes his stand on a highly original 
and personal point of view. Most of those who advocate or 
expect the supersession of capitalism by socialism have a strong 
sympathy with the idea of socialism and, indeed, call themselves 
socialists. Professor Schumpeter, as many tart phrases reveal, 
has little love for socialism, and none at all for socialists. His 
natural sympathyis all with the heroic age of expanding capitalism. 
But yet he regards capitalism as doomed and socialism as inevit- 
able. His reasons are set out in Part IT of the book, Can Capi- 
talism Survive? This forms the central core of his argument. 
Before considering it, we may glance at the outlying portions of 
the work. 

First, comes an essay on Marxism. Professor Schumpeter 
treats Marx primarily as a great economist: “It is easy to see 
why both friends and foes should have misunderstood the nature 
of his performance in the purely economic field. For the friends, 
he was so much more than a mere professional theorist that it 
would have seemed almost blasphemy to them to give too much 
prominence to this aspect of his work. The foes, who resented 
his attitudes and the setting of his theoretic argument, found it 
almost impossible to admit that in some parts of his work he did 
precisely the kind of thing which they valued so highly when 
presented by other hands.”’ He distinguishes between Marx’s 
vision and his analysis. He holds that Marx’s analysis is often 
faulty, but that, in particular in connection with the theory of 
value and the theory of crises, his vision of the general develop- 
ment of capitalist society is substantially correct, or at least far 
superior to that of most of his critics. On one major point, 
however, both analysis and vision fail—the theory that there is an 
inherent tendency in capitalism to lower the standard of life of the 
masses. With this, Marx’s theory of the cataclysmic end of 
capitalism falls to the ground. 

Next turn forward to the sections on Socialism and on 
Democracy. Can socialism work ? Is socialism compatible with 
democracy ? In each case the answer is affirmative. The section 
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on Socialism is somewhat perfunctory, though illuminated with 
many telling points, such as that one of the important economies 
of socialism would be the release of numerous first-class brains, 
now occupied in the business of legal tax evasion, for more 
productive uses. The section on Democracy is perhaps the 
weakest part of the whole. The reader is left with a baffled feeling 
that Professor Schumpeter is not really as cynical about democracy 
as he pretends, and that the main issues have not been discussed. 
Professor Schumpeter freely succumbs to the temptation to tease 
and provoke, perhaps this section is aimed mainly at pricking 
some specifically American bubbles. 

Now return to the main argument. Section II is arranged on 
the plan of a detective story. It opens: “Can capitalism 
survive? No. Idonot think it can.” But none of the obvious 
suspects are guilty. We have already seen that Professor Schum- 
peter does not accept Marx’s diagnosis. Nor does he agree with 
the usual run of contemporary analysis. Monopoly is not a 
blemish in capitalism, but an essential factor in its development. 
A competitive system of the text-book type is simply impracticable 
in a dynamic world. What appears in any given situation as 
restriction is necessary to maintain the profitability which makes 
expansion in the long run possible. (In this chapter Professor 
Schumpeter is at his most brilliant, and his argument blows like a 
gale through the dreary pedentary of static analysis.) Nor is 
unemployment the villain of the piece. With the continuous 
advance of productivity which capitalism brings about, society 
can easily afford to keep the unemployed in sufficient comfort to 
prevent unrest (it must be remembered that Professor Schumpeter 
is writing on the other side of the Atlantic; in a European setting 


perhaps he would not take so airy a view). The spectre of 
declining investment opportunity is an illegitimate projection of ° 


the great slump into long-run prospects. None of these is 
responsible for the decay of capitalism. The real secret is that 
capitalism destroys itself, not by its vices, but by its virtues. Its 
rationalism undermines the authority of the governing class, 
which capitalism inherited from the Feudal age, and without 
which it cannot control the masses. The rising standard of life 
and the spread of education create a class of discontented intellec- 
tuals who canalise and make articulate the resentment of the 
masses at the inequality without which capitalism cannot function. 
Above all, technical development leads to the obsolescence of the 
entrepreneurial function. With the growth of big business and of 
experimental science innovation itself is reduced to routine, and 
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the entrepreneur sinks into a bureaucrat. Subsidiary reasons, 
of which the decay of the family is the most important, undermine 
his will to survive, and when, in the fullness of time, the system 
becomes ripe for tranformation, his resistance will be negligible, 
and socialism will come into being without any break in the 
process of evolution. 

The reader is swept along by the freshness, the dash, the 
impetuosity of Professor Schumpeter’s stream of argument. But 
pause on the brink a moment and look around the contemporary 
scene. On reflection some rather large elements seem to be 
missing from the analysis. First, what about U.S.S.R.? “It 
must be remembered that the bolshevik conquest of rule over the 
most backward of all the great nations was nothing but a fluke.” 
May be so. But in that case the exception seems rather more 
important than the rule. Who knows what flukes may accompany 
the end of the present war? And, even if the bolshevik fluke 
remains unique, there cannot be much doubt that the existence of 
a socialist Great Power will play at least as important a part in the 
future development in other countries (even without any deliberate 
intervention in their affairs) as the more subtle processes of 
evolution according to the imminent characteristics of capitalism. 
And then, what about Fascism ? Does present-day experience 
really lead us to expect that capitalism is destined to a quiet and 
pious death? But, no matter whether it convinces or not, this 
book is worth the whole parrot-house of contemporary orthodoxies, 
right, left, or centre. 


JOAN ROBINSON 
Cambridge. 


Plan for Reconstruction. By Prorzssor W.H. Hurt. (London: 
Kegan Paul, Trench, Trubner & Co., 1943. Pp. vii + 328. 
18s.) 


PRoFESSOR Hutt approaches reconstructiom in the good old 
Benthamite tradition. He has a nose for the merest whiff of 
monopoly and is ready to let loose on it a whole pack of laws and 
commissions. He believes that competition must be revived if 
we are to preserve that diffusion of power and responsibility by 
which a democratic community is distinguished and sustained ; 
that competition can be revived if only we will adapt our social 
institutions so as to give it full scope; and that economists more 
than any others could help in the work of adaptation. If 
economists would give up nagging and take to institution-making 
—if they would become “social architects’ competing in the 
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“‘ production and sale of Utopias ’’—they might make the world 
safe for competition and confound the knavish tricks of restriction- 
ists and pseudo-planners. 

Professor Hutt’s own institution-making starts off with sixty 
pages of draft legislation. As he tells us, he wants it to be 
perfectly clear that it is a plan and not a vision that he is 
presenting. He begins with two bills “to promote and further 
security of income and to protect established expectations in 
respect of income ”’ gained, first, from labour and personal services, 
and, second, from capital resources. Then follows a third bill 
“to promote the fullest utilisation of valuable resources in 
response to the preferences of the community as consumers.” 
The first five chapters of the book proper are designed to show 
that our early failures in war production were due in the main to 
monopolistic influences and mentality. The later chapters give 
a long exposition of the plan itself and a detailed commentary on 
the three bills, and conclude with speculations on the chances 
that the plan will gain a hearing and acceptance “ in influential 
circles.” 

About the early chapters, the less said the better. They are 
too violent to put the reader in a receptive frame of mind, and 
no one with first-hand experience of war administration would 
be likely to endorse their main thesis. Monopolistic influences 
in the form of regard for post-war prospects, reluctance to reveal 
trade secrets or call in trade competitors, insistence on demarcation 
rules and the like, have been an important drag on our war effort; 
but not more important, one may guess, than in Germany in the 
early stages of re-armament. In any programme calling for a 
rapid expansion of production there are powerful resistances that 
have nothing to do with monopoly: limitations in managerial 
efficiency, imperfections in co-ordination at the centre, the 
inevitable delays associated with unfamiliar tasks and the building 
up of new capacity, uncertainties as to quantity and type, lack of 
any proper liaison between production and development, and so 
on. It is foolish, therefore, to make monopoly the villain of the 
piece. Elephants would not automatically break into a trot if 
they were freed from hauling timber: lumbering is their natural 
gait. 

But these chapters are only the overture. What of the plan 
itself? It aims at “ the fullest utilisation of valuable resources.” 
This aim is throughout identified with the breaking down of monop- 
olistic restrictions on the use of plant, raw materials and labour; 
and these restrictions are given the widest compass, so as to 
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stretch from the scrapping of shipyards and the concentration of 
output by private arrangement to the fixing of wages by collec- 
tive bargaining. In Professor Hutt’s scheme of things, unemploy- 
ment is a by-product of monopoly and Trade Unions are 
respectable cartels. Fuller employment is therefore something 
to be thought of in terms of trust-busting (including the liquidation 
of Trade Unions) rather than of measures to increase the number 
of available jobs. 

Professor Hutt’s trust-busting has an altogether unusual 
vigour. Even the more or less orthodox expedients, such as 
greater publicity, state-trading, limitations on amalgamation and 
on the concentration of directing power, are given ingenious 
and novel twists. These expedients would be administered 
through a Resources Utilisation Commission armed with wide 
powers and acting in conjunction with a State Trading Board. 
The Commission, on which economists would be strongly repre- 
sented, would operate largely through the issue of “‘ cease and 
desist ”’ orders, aimed, for example, at price discrimination. It 
would have power to recommend that existing undertakings 
should be expropriated or commandeered and would decide the 
terms upon which their assets were taken over by other firms or 
by the State Trading Board. The Board would set up State 
Corporations with limited liability, trading on equal terms with 
private enterprise and providing a useful check on competitive 
costs. These Corporations would be subject to output control, 
the minimum output being such as to equate price with marginal 
cost. 

For many of these proposals there would be widespread 
support. But it is natural, after years of anti-dumping legisla- 
tion, to feel sceptical as to the power of commissions to do away 
with price discrimination; to doubt whether what appears as 
plain restriction to Professor Hutt might not commend itself on 
other grounds to’ the Commission; and to temper his enthusiasm 
for marginal cost with the reflection that it involves an element of 
judgment, that even realised marginal costs are not always measur- 
able and that strict comparison between one public utility and 
another is rarely possible. 

These proposals, however, do not touch the main thesis of the 
book. This is, briefly, that restrictionism is a reaction to in- 
security : it indicates reluctance to surrender established expecta- 
tions for alternatives that mean immediate loss of income. 
Minimum prices, maximum outputs, limitations on entry and 


the rest are means towards safeguarding expectations of income. 
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A system of guaranteed minimum incomes, therefore, would cut 
at the root of monopoly and would remove any distributive 
injustice in directing labour and capital from overcrowded 
industries or from idleness to more productive uses. 

There is obviously a great deal of truth in this thesis (although 
one hardly expects to find Professor Hutt championing vested 
interests as the touchstone of social justice). Economists have 
for many years supported the idea of a National Minimum, and 
most of them would agree that direction of labour in some form 
has come to stay. But Professor Hutt does not want things done 
by halves. He wants a guaranteed minimum income which, for 
workers of over 25 paid on a time-basis, is equal to the pre-war 
standard rate of wages in their trade. All workers are to con- 
tribute to a Labour Security Pool a proportion of their gross 
earnings and will be entitled to a grant from the Pool if their 
earnings fall below the guaranteed minimum. They must accept 
any employment or training to which they are directed on penalty 
of losing the right toa grant. The guaranteed minimum increases 
up to the age of 25 and declines from the age of 55. It is 
subject to variation with the cost of living, with the fortunes of 
each industry and industry as a whole, and with the behaviour 
of the individual worker (for example, failure to work normal 
hours or overtime). 

That these measures would increase mobility of labour can 
hardly be doubted. But the price to be paid—in the name of 
freedom of choice—seems a prohibitive one. Not only are Trade 
Unions outlawed, but their primary functions are surrendered to 
a Board dominated by civil servants and not subject to close 
Parliamentary control. The Board would determine, in other 
words negotiate, standard rates of wages. By its policy of direction 
of labour and its control of Labour Grants, it would have power 
to fix the general level of real wages. Moreover it would be 
tempted to put the onus of adjustment on the worker when it 
would be just as legitimate to insist on state action to provide 
jobs of the right kind in the right place. It might, for example, 
direct young miners from places in South Wales just at the 
time when the Government was considering a subsidy to Welsh 
coal. As for the guarantee of established expectations as a sop 
to directees, the Board would have its hands full if it sought to 
honour the guarantee au pied de la lettre. Established expecta- 
tions are not simply a matter of money income nor of standard 
rates of wages. A skilled worker earning piece-rates may lose 
heavily if transferred to other work, even if the difference in 
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average earnings is made up to him; and he will lose still more if 
uprooted from established surroundings and moved to another 
part of the country. 

The machinery and principles of labour direction in peace-time 
have not in the past been given much thought by economists and 
Professor Hutt has performed a valuable service in forcing the 
problem on our attention. But a solution that starts off by 
abolishing Trade Unions must clearly be ruled out of court. 


A. K. Catrrncross 
London. 


Economic Analysis. By KENNETH BouLpiING. (New York and 
London : Harper and Brothers, 1941. Pp. xiii + 809. 21s.) 

The Social Framework : an Introduction to Economics. By J. R. 
Hicks. (Oxford University Press, 1942. Pp. xii + 212. 
7s. 6d.) 


THESE two books add in very different ways to the resources 
at the disposal of the teacher of elementary economics. They 
illustrate, at the same time, the great divergences of approach 
to the problems of teaching. Professor Boulding’s book repre- 
sents the American approach. It is an attempt to provide a 
self-sufficient text-book, covering the whole economic course, and 
requiring no outside reading. In fact, the feature of the book 
which most immediately impresses an English reviewer is that at 
no single point does Professor Boulding either acknowledge a debt 
or suggest further exploration of the literature of economics. 

It is unique in one feature. Professor Boulding is convinced 
(as many of us are) that the first steps in economics should cover 
very rapidly the whole field, so that from the first the beginner 
may have a picture of the whole completed puzzle, and realise 
in dealing with any corner of it just how it fits into the completed 
jig-saw. To provide this, he starts with a broad survey, using 
only the most elementary tools of supply and demand. He 
extends this survey to some 375 pages—designed to provide 
pabulum for the first half-year’s course of study. He then re- 
traverses the ground, using the rather more complicated weapons 
of the marginal analysis. 

I cannot help wondering myself whether this is a wholly 
satisfactory method. In order to get a balance of size in the 
two divisions, the first half is inflated, the second half compressed. 
At the same time, tools which might appropriately have been 
acquired at an early stage are deferred to a late stage. After 
reading Professor Boulding’s book, I think I shall still continue 
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to start beginners on Mrs. Wootton’s summary of the competitive 
economic system in Plan or No Plan, or Sir Hubert Henderson’s 
Supply and Demand, mainly because they are very substantially 
shorter, and leave longer to acquire the rudiments of the mar- 
ginal analysis. 
My doubts about this division arise, as I say, largely because 
the approach is throughout the first half of the book kept at a 
very simplified level. The system is throughout that of perfect 
competition with full employment. The problems of monopoly 
are reached only half way through the advanced section at p. 530, 
and the reader is not taught to think from the first (as he certainly 
should be) in terms of the two limiting cases and the possible 
range between them. And even in this second part of the book 
he is taken through the equilibrium of the individual firm in 
perfect competition at p. 412 without a hint that what Professor 
Boulding there calls the “ sales curve ”’ is really the limiting case 
of a marginal revenue curve, which appears out of the hat only 
at p. 532. A second example of the same sort is provided by 
-the elasticity of supply. An unsophisticated reader might very 
easily imagine at p. 132 that Professor Boulding’s “ perfectly 
inelastic supply ” is the limiting case. Why not introduce there 
the backward-rising supply curve and save having to produce it 
unexpectedly at p. 228? To do this might even have helped 
his draughtsman to avoid producing a curve in which near Q 
the worker concerned sacrifices income as the rate rises. 
Another consequence ofthis approach is that Professor 
Boulding does not state at every stage in the earlier part of the 
work the underlying assumptions which are necessary to his con- 
clusions, and thus make his reader everlastingly careful to know 
his assumptions. In the first discussion of the demand curve at 
pp. 124-137 there is no unambiguous statement of what is 
assumed about prices or supply curves of other commodities; in 
the discussion of the supply curve of labour to a particular 
occupation at p. 230 there is no clear statement as to what is 
assumed about wages in other occupations. These are not, I 
think, niggling points. If the beginner is to go on from the 
over-simplified first stages to the complexities of the actual world, 
he must know instinctively which of his conclusions are modified 
by a given change of assumptions. Of all economic pitfalls, un- 
stated assumptions are surely the most dangerous. 
There are two further points which worry me. First, the 
method of presenting first the system of perfect competition 
almost insensibly develops into the treatment of this as the ideal 
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and of divergences from it as failures to achieve an ideal. Thus 
at p. 568 we find that a monopoly “ results in a general distor- 
tion of the distribution of resources, a smaller amount than is 
desirable going into the monopolists’ occupation and a larger 
amount than is desirable going to other uses.” This is a con- 
clusion that few of us would in general dispute. But I do not 
think the reader is sufficiently warned that one cannot derive the 
ends of economic activity from the internal logic of economics. 

Second, one of the major problems of the teaching of ele- 
mentary economic theory in an English university is to keep it 
in step with parallel courses of applied economics. I well know 
from experience in the latter that one is constantly wanting tools 
which are not likely to appear out of the theoretical tool-chest 
for some months ahead. How, for example, can one teach any- 
thing useful in November about the scale of firms and industries 
if the essential tools for the equilibrium of the firm are going 
to appear only a week before the Tripos next May? Professor 
Boulding keeps all my favourite tools at the very bottom of 
his box and I shall have to produce them myself long before he 
presents them in the normal course to the theory class. Does 
this problem never arise in America ? 

To say that the method is at certain points open to debate 
must not disguise very exceptional merits. The book abounds 
in major ingenuities and attractive new ways of presenting 
familiar problems. It includes some important work of very 
considerable originality in relation to comparative effects of scale 
and substitution, to combinations of inputs, and to questions of 
equilibrium of an enterprise in time. Parts of these are un- 
questionably difficult. I should myself regard them as third- 
year work. Nothing but experience can show whether they will 
turn out in practice to be over the head of a large number 
of ordinary first-year undergraduates. I feel that Professor 
Boulding has been a little over-adventurous in including some of 
the newest and most original of his own ideas, and at the same 
time over-cautious in excluding some of the more recent work of 
others. 

In monetary theory he is ultra-conservative; having reached 
on p. 270 the conclusion that the price level is determined by 
the relation of the total money expenditure to the total produc- 
tion of goods, he declines to go on to ask what in turn deter- 
mines these two volumes, and writes down the familiar quantity 
equation. Theories of employment are rather scantily treated, 
mainly in the earlier part of the book. A cynical Englishman 
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must be forgiven for wondering at the end of that very circum- 
spect discussion whether there is not the devil of a lot of politics 
in trade cycle theory in America, and whether Professor Boulding’s 
possible anxiety not to take sides does not end in emasculating 
this section of the book. 

My main reasons for doubt about Professor Boulding’s book 
are my main reasons for liking Professor Hicks’ book. Professor 
Boulding is throughout a stern and unrelenting theorist, dealing 
in the tools of economic analysis with little consideration of their 
practical applications to the world of men and machines. His 
mathematics is in the main non-numerical; such statistics as he 
uses are illustrative rather than realistic. It would be churlish 
not to admit the progress that has been made by analysing in 
such non-numerical fashion the relations of one economic factor 
to another. On the other hand it would be folly not to admit 
the existence of “empty economic boxes ”’ and the difficulties 
of distinguishing the highly important from the utterly insig- 
nificant. A distinguished physicist once told me that modern 
physics began when they abandoned the unmeasurable concepts 
and confined themselves to the measurable. He asked when 
economics would follow their example. Professor Hicks’ book 
would delight him. There is scarcely a concept employed which 
is not immediately capable of statistical measurement. 

Professor Hicks starts with a brief discussion of the scope of 
economics and of economic information; in the latter he indi- 
cates the chief statistical sources of knowledge. He then pro- 
ceeds in Part I to the productive process, and describes the 
underlying principles of production and exchange, the reasons for 
including services as well as goods, and the division of the pro- 
duct between consumption and investment. 

Part ITI is concerned with the factors of production. The first 
section deals with the recent history of population and succeeds 
in conveying both the statistical problems and the probable 
underlying causes with a lucidity that rarely seems to illuminate 
this particular problem. From population he goes on to the 
specialisation of labour, as illustrated by our own occupation 
statistics. He discusses the incentives available to persuade 
workers to transfer to the work most necessary, and urges that 
higher wages is the simplest and most effective means. I feel 
that here he understates the difficulties of super-imposing 
wage policy appropriate to the best distribution of labour on the 
semi-monopolistic system of wage-bargaining on a national basis 
between bodies of employers and workers. The last section of 
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this Part deals with the effort of labour, as reflected in the length 
of the working week and the hourly output of the workers. This 
leads naturally into a brief discussion of incentive payments and 
their limitations. 

Part ITI is concerned with the place of capital as a factor of 
production. After a preliminary distinction between land and 
fixed capital, Professor Hicks goes on to discuss, first, the pro- 
duction of fixed capital, the reasons for fluctuations in it, and 
possibilities of mitigating them, and, second, the other forms 
which capital takes stocks of raw materials, work in progress, 
stocks of finished goods awaiting consumption and the reasons 
for fluctuations in these also. From the nature of capital he 
proceeds to the methods of raising industrial capital in the British 
economy, and to measurement of its volume and ownership. 

Part IV begins to build up the background of the calculation 
of the national income, by showing how a balance sheet will 
present on the one side the social output, represented by the 
rewards of the various factors of production, and on the other 
side the social income represented by consumption and saving. 
After the complications of foreign trade, both visible and in- 
visible, have been introduced, and a brief glance at the economic 
functions of the State, we come to the actual measurement of the 
British national income in 1938. Here, the exposition follows 
fairly closely the method of the familiar White Paper. But 
Professor Hicks has preferred to round the figures off, and to 
depart from the methods of the White Paper at one or two 
points. Frankly, I regret this. The points are all of relatively 
minor importance, and there is fully as much to be said on one 
side as the other. The trouble to which every teacher will be 
put to explain the discrepancies are certainly not worth the 
candle. I feel puzzled to know what most teachers will do here. 
I suspect that they will tell their pupils first to read Professor 
Hicks and then to go to the White Paper and understand the 
fuller checks and cross-checks which the authors of that have 
provided with the assistance, amongst other things, of output as 
well as income and expenditure figures. 

The national income leads naturally into the problem of 
annual comparisons and the technique of index numbers, to the 
measurement of economic progress, to the reasons (including 
changes in the terms of trade) for the increase in recent years, and 
to the distribution of incomes. Having brought the beginner thus 
far, Professor Hicks pauses to look at the view. He emphasises that 
the questions which his pupil will ask are likely to take the form 
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of “if such and such a thing were done, what would be the 
probable consequences?’ Those are questions, he insists, which 
can be answered only with a knowledge of economic physiology, 
and that is why the pupil must now be prepared to engage in 
the study of the Theory of Value. 

I have described, possibly at undue length, the lay-out of 
Professor Hicks’ book, because it is here, and not in the individual 
component parts, that its originality lies. It is an immense gain 
to have a book such as this to show the beginner quickly some 
of the essential parts of applied economics. For few teachers and 
very few pupils, I think, come to economics from any joy in the 
intellectual problems per se. They are interested in the fruits of 
applied economics and not in the technique of theoretical eco- 
nomics necessary to their achievement. Above all, a preliminary 
scamper over the rocks of applied problems may help to encourage 
a healthy scepticism of the necessity for loading one’s ruck-sack 
with such an infinity of technical impedimenta that one can never 
carry it up the hills which surround the vale of pure theory. 

These are two very different, but in their separate ways very 
remarkable books, which every teacher ought to acquire, so that 
he may decide for himself whether they fit in with his own par- 


ticular foibles and idiosyncrasies. 
AvusTIN RoBINSON 


Sidney Sussex College, 
Cambridge. 


Reinvestment Cycles and Their Manifestation in the Norwegian 
Shipping Industry. By JoHan Ernarsen. (Oslo: J. C. 
Gundersen for the University Institute of Economics, 1938. 
Pp. 222.) 

THE great merit of this book consists in the valuable collection 
of data bearing on the “ life-table ” of Norwegian ships during the 
period 1883-1932. The purpose of this imposing collection of 
data was to test and demonstrate the importance of the reinvest- 
ment theory of the trade cycle. In this purpose the author does 
not seem to me to have succeeded. Mr. Einarsen realises that the 
important question is not whether the reinvestment theory can 
account for fluctuations of some regularity. Of course it can. 
The only significant question is: how important are these 
fluctuations when compared with other fluctuations? To answer 
this question it is essential to build up a theoretical model of the 
shipbuilding cycle which assigns its proper place to the various 
forces involved. Strangely enough, the author never even asks 
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how far the shipping cycle is imposed on the Norwegian economy 
from outside. In 1931 Norway owned 4:1% of the world steam- 
ship tonnage and 17-4% of the world motorship tonnage. Even 
if allowance is made for market imperfections, it seems reasonable 
to assume that freight rates are largely independent of such 
variations of the Norwegian tonnage as occur in a shipping cycle 
of five years. The author may argue that the life-table data for 
Norwegian shipping are relevant, not because the Norwegian 
life-table is an important determinant of the Norwegian shipping 
cycle, but because the life-table of world shipping may be pre- 
sumed to be similar to the Norwegian life-table and the world 
life-table may be an important determinant of the world shipping 
cycle. If we accept this argument it becomes of the utmost 
importance to distinguish very clearly how far the shipping cycle 
shapes the life-table and how far the life-table shapes the shipping- 
cyclé. This question becomes even more crucial when account is 
taken of two further facts: First, ships wear out gradually over 
a long period; the mortality curve is not highly peaked. Second, 
there exists a lively second-hand market; the typical procedure 
of big firms is not to run ships until they are ready to be scrapped, 
but to sell them at some convenient date on the second-hand 
market. Three sets of reasons may be presumed to influence 
the choice of a convenient date. First, the cost of operating the 
old ship as compared with the cost of operating a new ship; as 
the ship gets older the costs of operation of the old ship rise as 
compared with the new ship, even if there is no technical progress ; 
these ‘‘ costs of age ” rise very gradually; it is, however, possible 
that at some characteristic age they begin to rise much more 
steeply. Second, the second-hand value of the old ship as com- 
pared with the cost of the new ship; as the second-hand value is 
capable of rather wider variation than the price of a new ship, 
we have here a reason why the replacement of ships is likely to 
occur in prosperity rather than in depression. Third, the availa- 
bility of capital and the attitude of owners to risk-taking; again, 
the terms on which capital is available from outside and the 
readiness to risk the owners’ own capital depend on the state of 
the shipping industry. 

The author’s real problem was to isolate replacement due to 
the first factor from replacement due to the second and third 
factors. The natural technique to use in order to isolate the 
mortality due to “‘ age costs’ is to construct an index of “ age 
costs,” and to introduce it as an independent variate into a re- 
gression equation which would also include a variable representa- 














394 THE ECONOMIC JOURNAL [DEc, 


tive of the state of the shipping trade. This the author does not 
do, probably because the data are not available to him. In the 
absence of such data it is impossible definitely to assert that the 
appearance of periodicity in the author’s mortality tables is 
produced by the influence of the shipping cycle itself. However, 
common-sense suggests that this is a more plausible explanation 
than either an assumption of fairly marked fluctuations in age- 
costs or the existence of five conventional replacement ages. 
Essentia non sunt multiplicanda praeter necessitatem. 

Even if the author’s life-table were accepted, reinvestment— 
derived by applying the life-table to new investment—appears 
to account only for a moderate proportion of the observed 
fluctuations. For the rest we have to rely on the influence of the 
trade cycle, on the fact that shipowners base their view of the 
future on the recent past, on wars, on innovations, etc. This leads 
me to a more fundamental problem. Mr. Einarsen rightly 
insists that whereas economists usually emphasize the elasticity 
of replacement demand—due to the possibility of postponement— 
the reinvestment theory stresses its rigidity. Logically Mr. 
Einarsen’s view and the usual view are not inconsistent. A 
portion of replacement demand may be rather elastic, but as 
time goes on replacement demand may become inelastic. The 
important question is what proportion of total replacement 
demand is inelastic in normal times. We lack data to answer this 
question. Theoretical considerations, however, point rather 
against the reinvestment theory. Insistence on the rigidity of 
reinvestment does mean insistence on a factor which makes the 
transmission of the cycle from industry to industry more difficult. 
Investment in one industry causes profits in others. The more 
nearly the rate of investment in these other industries is a function 
purely of current profits—rather than the accumulation of un- 
distributed profits over a period of time or the technical condition 
of the equipment—the better from the point of view of the trans- 
mission of partial booms and partial slumps. The more we insist, 
therefore, on the rigidity of replacement, the more we are forced 
to postulate not only that the life-tables of different industries are 
similar, but also that external shocks affect all industries at 
similar times. We should then be forced to assign to war a 
proportionate importance in maintaining the business cycle which 
is altogether improbable. In fact, it seems possible that over 
industry as a whole the echo-phenomenon acts as a stabiliser 
rather than the reverse. 


Cambridge. E. RoTHBARTH 
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International Trade and the National Income Multiplier. By 
Fritz Macuutvup. (Philadelphia: Blakiston Company, 1943. 
Pp. xvi + 237. $3.50.) 

Tuts is not a book for a reader who likes to think actively on a 
subject. Such a reader may work through Appendix A and look 
at Appendix B and leave it at that. A reviewer cannot take this 
easy course, but unless he is, first, an enthusiastic pedagogue and, 
second, believes in the didactic value of numerical model sequences, 
he will find that a matter for regret. Should he be one of those 
misguided enthusiasts who believe that the economist’s business is 
not exhausted when he has presented a fairly comprehensive and 
systematic catalogue of qualitative alternatives, he may be 
annoyed by Professor Machlup’s superior scepticism towards 
statistical work. This scepticism appears to derive paradoxical 
encouragement from the imposing length of the catalogue and the 
firm refusal of its author to try to diminish the range of possibilities 
by attempting to evaluate at least some of the relevant parameters. 
Given this basic approach, the choice of particular models becomes 
a matter of individual taste and of academic convention, and the 
forbearance of the author in confining their number to a mere 
thirty is to be highly commended. 

The treatment itself, though comprehensive and clear, fre- 
quently lacks theoretical precision. Thus, Professor Machlup 
speaks vaguely of “income propagation periods ’’ and the time 
needed for money to pass through the hands or accounts of a 
number of firms, such as retailers, dealers, manufacturers of 
consumers goods, manufacturers of materials and producers goods. 
The vital part played by the reaction pattern of business men is 
not discussed. They are assumed to react ‘‘ mechanically,” to try 
to order just sufficiently to replenish their stocks as they are being 
exhausted by the increased rate of effective demand. This 
assumption may be reasonable, but it can scarcely be taken for 
granted. Producers may try to forecast the future rate of 
consumption with some success and temporarily invest in stocks to 
dis-invest later on. The reference to the money flow obscures 
rather than elucidates the time process of adjustment, which is 
governed by the typeof reaction patternof producers, the technique 
of production, determining how quickly output can be increased 
in normal conditions in response to a given increase in orders 
outstanding, the degree of utilisation of equipment and labour and 
the reaction pattern of consumers. 

Chapter VIII deals with the application of multiplier analysis 
to problems of international capital movements. It is by far the 
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weakest chapter. Professor Machlup never really gets down to 
analysing the Keynesian view that the technique of production, 
the industrial structure, the habitual standard of life determine the 
rate of foreign lending. Instead he chases the red herring of a 
view ascribed to nobody in particular that, because the balance of 
trade is identically equal to the balance of lending, therefore the 
balance of trade must determine the balance of lending. Pro- 
fessor. Machlup inclines strongly to the view that long term capital 
movements are due to changes in the savers’ preference for foreign 
assets as compared with home assets. The stages by which this 
change in savers’ preference creates an export surplus are slurred 
over. The view that the chief historical cause of variations in 
British foreign investment, up to 1914 at least, were variations in 
the marginal efficiency of investment in the borrowing countries 
which in turn induced the London market to take a more favour- 
able view of the creditworthiness of foreign borrowers, is hardly 


even hinted at. 
E. RoTHBARTH 
Cambridge. 


Trade Regulations end Commercial Policy of the United Kingdom, 
By THE RESEARCH STAFF OF THE NATIONAL INSTITUTE OF 
Economic AND SoctaL RESEARCH. (Cambridge : University 
Press, 1943. Pp. x + 275. 15s.) 


THE subject of this study is British policy in relation to foreign 
competition between the wars, and it particularly aims at pro- 
viding a detailed account of the various forms of protection 
resorted to since 1931. In addition to tariff policy, it is concerned 
both with other methods of restricting imports and with measures 
giving direct assistance to British producers. The work is mainly 
descriptive in purpose : it seeks to show briefly what the situation 
was which led to the adoption of the measures, to give an account 
of these measures in terms of their administration as well as of 
legislative enactments, and to indicate their more obvious and 
immediate effects when these are readily discernible in the 
available statistics. Judgements are passed here and there, but 
they are rather in the nature of common-sense impressions than 
the outcome of rigorous analysis. 

The book consists of three main parts dealing respectively 
with Tariffs, Non-Tariff Protection, and International Agreements, 
to which is added a fourth part covering various forms of Incidental 
Protection. The delimitation of the second part, Non-Tariff 
Protection, is a somewhat difficult matter. Clearly it has to 
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include the quota schemes and any other schemes which limit 
imports, but how far should it go in considering the various forms 
of subsidy or special assistance that may be given to home 
industry ? The author (Mr. Sebag-Montefiore appears to have 
been responsible for the final draft) leans towards comprehensive- 
ness, including such matters as financial assistance to the ‘ special 
areas,’ government support of agricultural credit and even the 
differential treatment of farmers in Income Tax. Whilst this 
may be justifiable in logic, it tends somewhat to upset the pro- 
portions of the book. Even the regulation schemes involving the 
restriction of imports, which fall into the same part, get rather 
more than their fair share of the space in consequence of the fact 
that each scheme has to be described separately, whereas the 
treatment of protection through import duties can be more 
general. But this much distortion may be justified by the 
interest which attaches to the newer form of protection. 

Apart from this question of proportion, the composition of a 
book of this kind presents throughout a difficult choice between 
the exhaustive statement which may overburden the reader with 
detail and a broader treatment which runs the risks of being 
inaccurate or of leaving points unexplained. It can be said that 
the author has compromised successfully between the extremes. 
On certain points a more complete treatment might have resolved 
some apparent contradictions. Thus in the case of the regulation 
of meat imports, I do not find that the relationship between the 
Import Duties Act, the Ottowa Agreement Act and the Agri- 
cultural Marketing Act, 1933, and the authorities acting under 
these several Acts, has been made altogether clear. But in general 
the reader will find this a valuable handbook to its subject. 


BARRETT WHALE 
London School of Economics. 


Commercial Policy in the Inter-War Period : International Proposals 
and National Policies. (Geneva: League of Nations, 
(London: Allen and Unwin.) 1942. Pp. 164. 7s. 6d.) 


THE first part of this book is a historical comparison of inter- 
national proposals with the national policies actually pursued. 
The tale is a dismal one, except in the years just before the 
Great Depression, when it looked as though success might be 
within grasp. More tariff treaties were being made, and fewer 
tariff revisions. International agreements had been successful 
on technical matters such as commercial arbitration, and one to 
abolish quantitative restrictions was within an ace of coming 
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into force. The story at this stage becomes almost exciting—if 
only we could forget the sequel. 

The second part of the book, which analyses the reasons 
for the failure of free trade, reads rather like the list of argu- 
ments for protection to be found in any textbook. Political, 
economic and financial insecurity provided strong arguments for 
restrictions of all sorts. Yet it was assumed at international 
conferences that, “given good will and understanding, trade 
barriers would fall like the walls of Jericho.” Only half-hearted 
efforts were made to restore the conditions necessary for freer 
trade, although a number of conferences did recommend policies 
such as debt settlement and a ‘‘ Currency Normalisation Fund,” 
and recognise the responsibility of creditor countries to lower 
trade barriers and free capital exports. The reader may wonder 
whether even the restoration of the more obvious conditions for 
freer trade would have sufficed, when he is reminded that before 
the end of 1928, when the United States was prosperous, militarily 
secure and with a strong balance of payments, it was clear that 
her tariff was going to be raised. 

The main lesson for the future drawn by the authors is the 
familiar one that commercial policy must not be considered in 
isolation from other economic policy. If we are to free trade we 
must secure an orderly transition from war to peace, political 
and economic security, co-ordinated recovery programmes, 
equilibrium in the balances of payments, and so on. 

This is very true, but, even if we succeed in establishing these 
desirable conditions, it will be many years before countries regain 
faith in their permanence. In the meantime they will have every 
incentive to retain and increase trade barriers. Indeed, if em- 
phasis is laid on full and stable employment as a prerequisite 
of freer trade policies, there will be, paradoxically, a strong 
desire for higher trade barriers to reduce the disturbing effects of 
fluctuations in external demand. Unless, therefore, nations 
can see clear and immediate benefits to be gained, they will be 
reluctant to embark on more liberal policies. 

It is no doubt for this reason that the authors favour bilateral 
negotiations, co-ordinated by an international authority, coupled 
with the abolition of non-negotiable tariffs, and a derogation 
from M.F.N. under certain generally recognised conditions. 
They have evidently little faith in more ambitious multilateral 
agreements on general commercial policy, presumably because 
past attempts have failed. In 1928, for example, the Economic 
Committee reported that “there appeared to be no prospect 
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of achieving general tariff reductions by means of standard 
percentage reductions or the fixing of maximum scales.” It is 
clear that many nations would find objections to any formula 
of this sort, but the provision of a strong incentive might be 
effective, such as compulsory discrimination against non-adhering 
nations. 

The book ends with a plea for a larger international staff to 
study the problems of world trade. “‘ The officials of the League 
dealing with commercial policy never numbered more than half a 
dozen,”’ and “‘ the tendency of international bodies to generalise 
reflected in part the inability of Headquarters in these circum- 
stances to make, in advance, detailed studies of the real issues, 
broken down into their component parts. That failure in turn 
reflected a‘ persistent under-estimation by Governments of the 
magnitude of the task involved in any attempt to view world 
trade as a world problem.” 

The League publications on international trade have doubtless 
contributed to the necessary process of enlightenment, and it is to 
be hoped that further reports will be published. Two examples 
of subjects for inquiry may perhaps be suggested : first, the rela- 
tion between foreign trade and unemployment in the various 
countries between the wars; and, secondly, a long term survey 
of trends in world trade, much of the material for which already 
exists in the pre-war publications of the League. 


G. D. A. MacDovuGaL. 
London. 


The Network of World Trade. (Geneva: League of Nations 
(London: Allen and Unwin), 1942. Pp. 172. 10s.) 


A TABLE showing the trade of 173 countries with each other 
is bound to be a large one. In The Network of World Trade the 
number of separate areas is reduced somewhat, by grouping the 
smaller countries, but the resulting table still takes up a good 
third of the book. This table, which is much more compre- 
hensive than any previously published, gives the dollar values 
of imports and exports for the years 1928, 1935 and 1938. It 
is to be hoped that returns on these lines will be published regularly 
infuture. A table of this sort is indispensable for any quantitative 
study of world trade as a whole, and, if a better understanding 
of the nature of world trade leads to better trade policy in future, 
no small credit will be due to the statistical work of the League. 

The rest of the book is largely an essay in classification based 
on the mass of information contained in the main table. The 
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theme is multilateral trade which, it is estimated, comprised 
about one-quarter of all merchandise transactions in the ’twenties, 
after allowing for certain “invisible” items. The need for 
multilateral trade is illustrated in various ways, its pattern in 
the ’twenties is described, and an account is given of the deteriora- 
tion of the system in the ’thirties. 

Many of the illustrations of the need of particular countries 
for multilateral trade are familiar, but none the less convincing. 
The United States, for example, which can supply cheap motor 
vehicles and labour-saving devices, and needs tropical products 
in return, has an export surplus to countries like the British 
Dominions and the Argentine and an import surplus from the 
tropics. 

The need for multilateral trade is further illustrated by an 
analysis of the trade in thirty-two of the more important foods 
and raw materials. The world is divided into groups of countries, 
and it is found that, in the case of twelve products, the group 
importing the largest amount absorbed over half the world 
imports, while the largest exporting group supplied over half the 
world exports of 10 products. This analysis, however, like 
certain others in the book, is not entirely satisfying statistically, 
since the seventeen groups of countries chosen are of very different 
sizes. One group, for example, comprising the main industrial 
countries of Continental Europe, absorbs one-third of the total 
world imports of food and raw materials. 

The description of the system of multilateral trade in 1928 
contains the most ambitious attempt at simplification in the book. 
Five groups of countries are defined, covering 90°% of world trade. 
These are called (1) the “‘ Tropics,” (2) the United States, (3) 
Other Regions of Recent Settlement in the Temperate Belts, 
(4) Continental Europe, and (5) Non-Continental Europe (mainly 
the United Kingdom). Each group as a whole had, in 1928, 
an import surplus from each of the preceding groups, and an 
export surplus to each of the succeeding groups, the only exception 
being that group (5) had an export surplus to group (1). The 
reviewer received the impression from the text that these general 
rules also applied to nearly all the individual countries comprising 
the groups; for example, that nearly all the tropical countries 
had export balances with nearly all the countries of Continental 
Europe. In fact, the system of multilateral trade is not nearly so 
regular as this. A study of the trade balances between in- 
dividual countries, as shown in the basic table, suggests that 
the rules held in only about three cases out of five. It is perhaps 
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worth while pointing this out in case other readers should receive 
the same erroneous impression, which cdnnot have been intended 
by the authors. 

The trade balances of the five groups of countries are also 
worked out for the year 1938, but a simple comparison with the 
figures for 1928 does not show any great overall reduction in 
multilateral merchandise trade during the ‘thirties. The sum of 
the import balances between the five groups did not fall so much 
more than their total trade with each other as might have been 
expected; that is, the proportion of multilateral trade in this 
limited sense did not decrease substantially. There are certain 
statistical reasons for this somewhat surprising result, but it is 
clear that, in order to measure the declining importance of multi- 
lateral transactions it would be necessary to study the invisible 
as well as the visible items. The Network of World Trade does 
not attempt any comprehensive study of this kind, although 
some illustrative figures are given. It is shown, for example, 
that the United Kingdom’s balance of trade became more adverse 
with the tropics and countries of recent settlement, from which 
she derives the bulk of her investment income, and less adverse 
with other countries. The reader is left with the desire to see a 
study of the network of world transactions, visible and invisible, 
current and capital, and it would be interesting to know with what 
accuracy this could be estimated from the limited material 
available. 

This book, together with its predecessor, Hurope’s Trade, 
provides much factual evidence of the need for multilateral trade 
if the world is to reap the advantages of division of labour in the 
widest sense. But the moral to be drawn from the experience 
of the ’thirties is not entirely clear. This experience shows us 
that, if a world-wide system of multilateral trade is to be main- 
tained, sudden dislocations, such as occurred when United States 
capital exports declined in the late ’twenties, must be avoided. 
But some may draw the moral that a system liable to such 
instability, where a disturbance in one sector may have world- 
wide repercussions, cannot be tolerated. The question is whether 
a world system in which multilateral trade was limited would in 
fact be more stable, and, if so, how much the world would lose 
through restricting the division of labour. 

G. D. A. MacDoveaLi 
London. 


No. 212.—vo.. Lm. 
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Fiscal Planning for Total War. By W.L. Crum, J. F. FENNELLY, 
and L. H. Seitzer (New York : National Bureau of Economic 
Research (Macmillan & Co.), 1942. Pp. xxv + 358. $3.) 

Tuts is one of the most lucid and sensible tracts on financial 
policy that has yet appeared. It adopts the now familiar ‘‘ White 
Paper ”’ line of approach through National Income and Expendi- 
ture in order to arrive at a comprehensive view of the adjustments 
in civilian standards necessary in order to accommodate the 
planned expansion in U.S. military outlays. It shows that at 
peak these outlays will absorb half of the gross national product, 
and suggests that consumer expenditures must be cut by about a 
quarter. It then discusses the part to be played by finance in 
accomplishing this restriction without inflation, and turns to a 
detailed analysis of the ways and means by which the level of 
taxation can be raised so as to check consumption and provide 
the sinews of war. There are frequent appeals to British experi- 
ence (for example, on E.P.T. and post-war credits), and a dis- 
cussion on “‘ Pay-as-you-go ”’ which British readers will find very 
much in point. Emphasis is laid on direct controls as a necessary 
complement to financial policy, although the limits of these con- 
trols are drawn rather more narrowly than might be appropriate 
in this country. 

The authors show a refreshing willingness to commit them- 
selves to figures and judgments. They are willing to provide 
estimates for all unknowns, and give quantitative shape to all 
judgments, however tentative. Thus when they come to the 
“‘ Taxation versus Borrowing ”’ issue—quite the most penetrating 
piece of analysis in the book—they are able to prove to their 
own satisfaction that the Government would be justified in 
borrowing at least $20,000 m. But as the most drastic tax 
legislation which they can visualise would bring in only $30,000 m. 
and the budget estimates for 1943 were $76,000 m., they are 
forced to agree that the U.S. Government will in practice have to 
borrow not $20,000 m., but $46,000 m.; and, for reasons un- 
explained, they come to the rather lame conclusion that this 
should not result in a “‘ marked degree of inflation.”’ 

The statistics which are provided with such liberality become 
after a time a little cloying. The reader finds himself shovelling 
down a hearty meal without being quite certain which course he 
has reached. It ought to be abundantly clear to him what 
reduction is called for in the civilian standards current in 1941-2. 
But whereas on page 47 he gathers that consumers did in fact 
spend $72,000 m. out of a gross national product in 1941 of 
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$113,500 m., on page 65 he deduces that if the gross national 
product were $128,000 m. in 1943, consumers would spend, 
ceteris paribus, no more than $68,500 m. (all figures in 1940 
dollars). The net deprivation involved in reducing consumption 
to $53,000 m. is, on one calculation, well in excess of $19,000 m., 
and on the other, equivalent to $15,500 m. 

Apart from this statistical blemish, there is also an analytical 
fuzziness in the discussion on “‘ idle balances ”’ (pages 78 and 328). 
We are told that “exchanging idle balances for government 
obligations tends to be inflationary unless offset by increased 
savings ”’ and that “so long as the balances were kept idle . 
they influenced prices little.’ In other passages the authors 
make it quite plain that they have not entirely purged themselves 
of the doctrines of the quantity theory, and show a preoccupation 
with the pure mechanics of credit creation, stock-exchange booms, 
savings campaigns and so on, which is at variance with the 
general line of reasoning elsewhere. 

These criticisms apart, the authors are to be complimented on 
an excellent piece of work which all intending Treasury officials 
would do well to study. 


London. 


A. K. Catrncoross 


The Political Economy of Population. By R. MUKERJEER. 
(London and Bombay: Longmans, Green & Co., 1942. 
Pp. xiv + 467. 7s. 6d.) 


PROFESSOR MUKERJEE’S book is concerned with the population 
of the world as a whole, but he devotes special attention to the 
problem of the over-populated Asiatic countries. His argument 
is divided into two parts: in the first he is concerned with 
elaborating the concept of an optimum population, in the second he 
applies his considerations to the migration problems of the world. 

The author considers the purely economic concept of the 
optimum population as it appears in orthodox economics to be 
inadequate, as too many other important factors are left out of 
account. In the determination of the optimum the main factors 
are four in number: the ecological, the economic, the social and 
institutional, and the political and military factor. These taken 
together define what Professor Mukerjee calls the “ integral 
optimum.” But does this classification really take us very much 
farther than did the old optimum theory? Those who were 
suspicious of the optimum theory of population generally based 
their objections on the vagueness of the optimum concept. The 
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optimum population was incapable of statistical measurement. 
Professor Mukerjee gives us criteria by which each of his four 
optima may be recognised (incidentally, to take maximum length 
of life as a criterion of the ecological optimum is rather an arguable 
point), but they are not all capable of being measured, nor is there 
any way of combining them to obtain the integral optimum. 
Moreover, the compatibility of the four optima is given too little 
attention; the military optimum, for instance, is probably 
incompatible with either the economic or the social. In short, 
the analysis does not enable us to answer the question, whether 
at any given time a country is under-populated or over-populated. 
But the author has disentangled and isolated some of the problems 
confronting those responsible for a population policy of which the 
author is a convinced advocate. 

The second part of the book is much more successful and 
interesting. It consists of a plea for an internationally planned 
population and migration policy and for a removal of the barriers 
which the white nations have imposed on Asiatic migrants. 
Many people would agree with the author that the restrictions 
placed on migrants solely on account of their race and colour are 
irrational and unjustifiable. But they are no less strong for being 
irrational, and we have the testimony of an Australian (cf. Forsyth, 
The Myth of Open Spaces) that Australia, for one, has made up 
her mind on this topic and has adopted a “ White Australia ” 
policy. The author suggests that the cost of such a policy may 
be high, for with the safety-valve of emigration removed, the 
continuing pressure of an expanding population on the standard 
of living of India and China is bound to lead to an explosion 
sooner or later. In his insistence on emigration as a solution of 
these problems, Professor Mukerjee perhaps neglects unduly the 
possibility of alternative solutions such as planned capital 
development. But the problem he presents is very real, and will 
have to be solved one way or the other after the end of the Pacific 
war. Professor Mukerjee realises that the obligations are not 
by any means on one side only, the crowded countries of Asia 
must try to reduce their very high birth-rates. The Japanese 
come in for a great deal of criticism on this score ; they have chosen 
the military optimum rather than the economic or the social. 

This book is a timely reminder of the problems that will have 
to be faced at the other end of the world when our present pre- 
occupation with troubles nearer home is over. 

E. GREBENIK 
London School of Economics. 
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Road and Rail. By Grsert WaLKER. (London: Allen and 
Unwin, 1942. Pp. 236. 12s. 6d.) 

THE twenty years between the two wars have seen revolu- 
tionary changes in transport, and in this period the rapid develop- 
ment of road transport has been one of the outstanding events, 
breaking down the former monopoly enjoyed by the railways and 
seriously jeopardising their finances. During the war the road— 
rail problem has been adjusted through Government control, 
and the movement of goods by road has been drastically restricted. 
The problem has not been solved, but merely postponed, and it 
will arise again after the war, probably with new complications. 
The problem merits careful study, and Mr. Gilbert Walker’s book 
is therefore to be welcomed. He is mainly concerned in this 
study with one phase of the transport problem—namely, the 
competition between goods carriers by road and by railway 
during the years between the wars. 

Starting with a comparison of rail and road, Mr. Walker 
proceeds to a detailed examination of railway rates and charges, 
and includes a section dealing with “agreed charges” and 
special contracts. Before the war there were over 850 agreed 
charges in operation, and they represented a gross railway turn- 
over of some four million pounds. This important development 
was an indication of the trend away from the former railway 
principle of differential charging to the road system of individual 
contracts. Mr. Walker’s account of road-transport charges is a 
useful contribution to a subject on which information is not readily 
available. Unlike the railway companies, road hauliers are not 
legally bound to publish their rates, and these may vary from 
one haulier to another, even for carrying the same kinds of goods 
between the same places. 

This is to be explained partly by differences in the quality 
of the service provided and partly because of the secrecy which 
surrounds rate quotations. They are only to be obtained by 
direct enquiry or as the result of a canvass. Referring to the 
road-transport clearing houses, Mr. Walker rightly stresses the 
importance of some system which would help to equate the demand 
and supply of lorry space, but unfortunately the history of the 
clearing houses has not been encouraging. They have frequently 
led to abuses (though there are some outstanding exceptions), and 
they are in general strongly disliked by road hauliers. Yet if they 
could be put on a better basis they would serve a very useful 
purpose, because, as Mr. Walker argues, in a competitive business 
a good clearing-house system is essential to eliminate waste. 
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Mr. Walker naturally devotes a good deal of his space to the 
various aspects of road and rail competition. He holds that the 
question which will have to be answered after the war is not 
whether the transport system shall be ‘“ co-ordinated ”’ or remain 
** chaotic,”’ but whether it shall follow the railway pattern and be 
monopolized, or be made fully competitive. He favours the 
competitive principle, and, to implement this, he would seek to 
make each line of railway self-supporting. He would like to see 
the various railway systems disintegrated, not, however, in the 
physical sense, but as accounting units. The schedule of standard 
charges would be abolished ; rates being adjusted according to the 
costs of working traffic on the particular line or system. Lines 
where the working costs exceed gross revenues would be closed. 

This was, of course, actually happening before the war, when 
unremunerative branch lines were closed, but the problem is 
not as simple as Mr. Walker sees it. For one thing, there are 
great difficulties in assessing the contributory value of such lines 
to the main system. Those lines which earn enough to cover costs 
of operation but do not meet their long-period overhead costs 
he thinks might remain open and be allowed to charge what 
rates they can get in competition with road transport. Lines 
which carry dense traffic, have good revenues and low working 
costs would have their rates controlled by the State. Apparently 
similar control is not contemplated in the case of road transport 
in those areas where railways do not compete. Yet is it not 
likely that during the post-war period the monopoly element may 
develop in the road haulage industry ? 

K. G. FENELON 
London. 


The Economist, 1843-1943. (Oxford University Press, 1943. 
Pp. 178. 7s. 6d.) 


The Economist made its first appearance on September 2nd, 
1843. May the Royal Economic Society add its testimony to 
the countless others that this centenary has evoked? For very 
many of us engaged in academic economics, The Economist has 
afforded, week by week, a continuing link with the real working 
world whose changes we seek to interpret, and whose aberrations 
we seek to mitigate. Week by week, it has recorded, measured 
and commented; it has helped us to distinguish the important 
from the unimportant, the common from the exceptional, the 
actual from the imagined; it has set the economic problems of 
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the world against the realistic background of internal and inter- 
national politics and prejudice. 

In this little centenary volume, a variety of hands have 
attempted to set out what The Economist has stood for and how 
it has come to achieve a position that is unique in journalism. 
The book is partly the work of readers of The Economist, like 
Sir John Clapham, who speaks of its value as a source for the 
historian, and Mr. E. L. Woodward, who engages in a political 
retrospect ; it is in the main the work of present and past writers 
on the staff of the paper, and for once the veil of anonymity is 
half withdrawn, as we are allowed to glimpse some of those who 
have helped to create The Economist as we have known it. A 
remarkable list it is. As editors, James Wilson (1843-59), 
Bagehot (1859-77), Palgrave and Lathbury (1877-83), Johnstone 
(1883-1907), F. W. Hirst (1907-16), Hartley Withers (1916-21), 
Walter Layton (1922-38) and now Geoffrey Crowther—long may 
he reign. The line of assistants and regular contributors has 
included names of equal distinction: Herbert Spencer, Giffen, 
Nassau Senior, Newmarch, Asquith, Milner, Meredith Townsend, 
Dudley Ward, Hilton Young, Mary Agnes Hamilton; and more 
recently Hargreaves Parkinson, Aylmer Vallance, Graham 
Hutton, Norman Crump, Douglas Jay, with Arnold Toynbee and 
H. V. Hodson as regular contributors. The present generation 
still hides timidly behind the purdah. This anonymity, it is 
nevertheless interesting to find, is regarded as a powerful force 
in making The Economist a living organism for those who work 
for it and as strengthening greatly the loyalties and devotion 
with which its servants have regarded it, and which both the 
Editor and Deputy Editor most vividly convey in this book. 
In this loyalty, they have undoubtedly been fortified by the 
provision made by the Wilson family, the original owners, “ to 
secure the complete independence of the paper,” by creating a 
board of independent trustees which enjoys ‘“‘ the power of veto- 
ing the appointment or dismissal of any editor, and the right to 
veto transfers of voting shares.” 

The Economist has always possessed a clearly defined outlook 
in economic policy. But it has never had definite party alle- 
giances, and has always aimed to be independent in criticism and 
not to criticise from mere parti pris. The present editor defines 
its basic principles as in substance two only, the principles of 
liberty and of the common interest. What has differed through 
the century has been the interpretation of these principles. In 
the early days the stress was inevitably on laisser-faire as the 
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best safeguard against restriction and monopoly. James Wilson, 
in 1843, could write that “all the upheavings and convulsions in 
the country were but the external symptoms of the fierce struggle 
which was going forward between our rapidly-advancing produc- 
tive power . . . and the principles of restriction and monopoly, 
blindly and vainly attempting to confine them to their ancient 
and narrow limit, a severe contest between intelligence, which 
pressed forward, and an unworthy, timid ignorance obstructing 
our progress.” Geoffrey Crowther in 1943 could well have 
written those words. He is content to say “ The Economist 
to-day gives an ungrudging blessing to certain wide extensions of 
State control for precisely the same fundamental reasons as led 
Wilson and Bagehot to advocate the maximum of laisser-faire 
a hundred years ago, because that seems to be the surest way of 
serving liberty and the common good. . . . It must not, how- 
ever, be thought that The Economist has now been converted, 
or that it ever could be, to belief in collectivism in principle. 
That would be a mistake as grievous as adherence to laisser-faire 
as an immutable principle in its own right. . . . The State may 
once again become the instrument of restriction. . . . If events 
prove that restrictionism and monopoly are inseparable from 
Government intervention in the economic field, then it will be 
the duty of The Economist to that extent to swing back towards 
the purest individualism. Neither extreme in method will secure 
the ultimate purpose.” 

The Economist is a very great and a very British institution. 
Many of those from foreign countries who attended its centenary 
celebrations commented on the fact that their own countries 
possess nothing that is quite its counterpart. It can confidently 
look forward to a second century in which its contributions both 
to learning and to affairs will be as great as during this past 


century. 
AvsTIN RoBINSON 


Sidney Sussex College, 
Cambridge. 
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NOTES AND MEMORANDA 


REPORTS AND CONCLUSIONS OF THE TEMPORARY NATIONAL 
Economic CommiTTrEE (U.S.A.) 


Tue publications of the Temporary National Economic Com- 
mittee (T.N.E.C.) appear as some thirty-seven volumes (Parts 
1-31; six Parts consist of two sections each) of Hearings and 
exhibit material, forty-three special monographs, a one-volume 
Final Report of the Executive Secretary, summarising the findings 
of both the Hearings and the monograph studies, and a Final 
Report and Recommendations of the Temporary National Economic 
Committee, which is supplemented by a comprehensive “ Index- 
Digest.”’ The Final Report of the Committee as a whole includes 
“A Brief History of the Temporary National Economic Com- 
mittee ”’ (pp. 691-729), which contains a compact summary of 
the contents of each of the eighty-too volumes. There is also 
available (free of cost) a small descriptive booklet entitled De- 
scription of Hearings and Monographs of the Temporary National 
Economic Committee.+ 

The central problem which dominated the hearings and 
deliberations of the T.N.E.C. was stated by President Roosevelt, 
in a letter to Congress dated April 29, 1938, to be the swift 
growth in America of a “‘ concentration of private power without 
equal in history.”” The Committee, established by Joint Resolu- 
tion of Congress on June 16, 1938, was charged with the duty of 
thoroughly investigating this assertion, and with bringing before 
Congress a set of recommendations for legislative and administra- 
tive action which it felt would effectively counteract whatever 
phases of the concentration movement it found to be seriously 
endangering the traditional competitive structure of the American 
economy.” Throughout its deliberations the T.N.E.C. carefully 

1 Individual volumes range in size from short brochures of 40 to 50 pages 
to the 1,54l-page monograph, No. 29, on The Distribution of Ownership in the 
200 Largest Non-Financial Corporations, and in price from 10 cents to $2.00. 
The volumes may be purchased separately or in any combination from the 
Superintendent of Documents, U.S. Printing Office. The complete set, including 
Hearings, the Monographs, and the Supplementary Reports, costs $39.45. 

2 Sec. 2 of the Joint Resolution declared it the duty of the Committee ‘‘ (a) 
To make a full and complete study and investigation with respect to the matters 
referred to in the President’s message of April 29, 1938, on monopoly and the 
concentration of economic power in and financial control over production and 
distribution of goods and services and receive evidence thereon, with a view 
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subordinated all issues which came before it to the discharge of 
this central obligation. 

The facts brought out by the T.N.E.C. show concentration 
of private economic power to be everywhere on the flow, and 
nowhere on the ebb. This holds regardless of the branch of 
economic activity in view, and by every criterion for tracing the 
degree and appraising the results of concentration. It is shown 
by the relative growth of large firms against the medium-sized 
and the small, of the corporate form against all other enterprise 
forms, and of the large corporation against all other corporations. 
It may be demonstrated by size classifications of establishments, 
of central management groups, and even of plants. The one 
largest, the two largest, and the four largest concerns, both 
locally and nationally, are coming—with minor exceptions—to 
overshadow the medium-sized and the small. Since the end of 
the First World War there has occurred a mushroom growth of 
trade associations, cartels (or, rather, cartel-like agreements), 
and central business policy co-ordinating groups. Increasingly 
the controls exercised via these agencies take on substantiality 
and rigour, and to an ever larger degree are enabled to rely upon 
the sanctions of law. ‘The Webb—Pomerene export associations 
have been followed by officially sanctioned Trade Practice rules 
and by the ill-starred N.R.A. experiment—which perished only 
to be followed by the Robinson—Patman Act and a complicated 
mass of supplementary federal and State legislation upholding 
resale price maintenance, so-called Fair Trade Practice rules, 
and a host of similar measures for the promotion of what Assistant 
Attorney-General Arnold has so dourly termed “ business self- 
regimentation.”” These measures run the gamut of known 
devices for fixing prices, controlling markets, regulating produc- 
tion and entry to business, and generally for gathering into 
private hands the means for centrally controlling ever-widening 
ranges of American economic activity. No field is immune— 





to determining, but without limitation, (1) the causes of such concentration and 
control and their effect upon competition; (2) the effect of the existing price 
system and the price policies of industries upon the general level of trade, upon 
employment, upon long-term profits, and upon consumption; and (3) the effect 
of existing tax, patent, and other Government policies upon competition, price 
levels, unemployment, profits, and consumption; and shall investigate the 
subject of Government adjustment of the purchasing power of the dollar so as 
to attain 1926 commodity price levels; and (b) To make recommendations to 
Congress with respect to legislation upon the foregoing subjects, including the 
improvement of anti-trust policy and procedure and the establishment of national 
standards for corporations engaged in commerce among the States and with 
foreign nations.”’ 
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raw materials production, heavy and light manufactures, the 
distributive trades, finance and banking, agriculture, or even the 
services. The tendencies, the methods, the interests, the devices, 
the causally significant forces are everywhere of the same or 
similar order. Only the pace and the extent to which such 
control already extends differ. 

The various devices for further “ splitting of the property 
atom ” within the individual corporation are being generalised 
throughout American business. Step by step the stockholder 
is being disenfranchised. As his status declines to that of the 
rentier, effective control over corporate affairs gravitates into 
the hands of an inner co-optatively recruited clique.* Within 
these cliques the “ financial committee ’”—spokesmen who repre- 
sent directly or indirectly the growing fusion of financial and 
industrial interests—and closely interlocked familial groupings 
have been coming to the fore.‘ 

Externally American business is being organised as never 
before. Soon no branch of industry, trade, or commerce will be 
without representation by a trade-wide or industry-wide central 
policy-co-ordinating group. These central policy guiding groups 
are, in turn, being co-ordinated by State, regional, and nation- 
wide inter-industry co-ordinating groups. Throughout this 
machinery one finds an effort to bring together an internally 
consistent set of policies relating simultaneously to economic, 
social, and political objectives of the business system as a whole.® 
On the economic side they promote laws which generalise for 
ever-widening layers of the business world the system of domestic 
and foreign protection * and special privilege.’ On the social 
side they are gradually evolving a nation-wide employers’ front 
against the rapidly growing trade-union movement.® And on 
the political side they are grouping their forces for the systematic 


‘ 


1 See, in particular, Part I, Economic Prologue, and the Final Report of 
the Executive Secretary. 

2 See, in particular, Parts, 4, 10, 10-A, 13, and 28 and Monograph No. 28 
dealing with the Life Insurance business. 

3 Mon. No. 11, Bureaucracy and Trusteeship in Large Corporations. 

* Mon. No. 29, The Distribution of Ownership in the 200 Largest Non-financial 
Corporations. 

5 Mon. No. 26, Economic Power and Political Pressures. 

® Particularly Part 29, Interstate Trade Barriers. 

7 Part 5, Development of the Beryllium Industry, Mon. No. 6, Export Prices 
and Export Cartels, and No. 10, Industrial Concentration and Tariffs. Compare 
with Mon. No. 40, Regulation of Economic Activities in Foreign Countries. 

8 Mon. No. 26, op. cit., which is based, in this respect, largely upon the 
voluminious reports of the Senate’s inquiry into labour relations (Committee on 
Education and Labour—commonly referred to as the La Follette Committee). 
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and orderly manipulation of legislative, judicial, and adminis- 
trative controls. 

From the T.N.E.C. reports one naturally concludes that more 
recent emergency controls represent a type of leadership which 
is the culmination of a long and more or less uninterrupted 
process of growth of private economic empires—empires which 
resemble those in England and which the Economist (London) 
has so caustically referred to as Britain’s “ feudalistic system of 
cartel controls.” ‘‘ Self-government in business’ turns out to 
be not a principle of laissez-faire, but a phrase in the organon of 
politically-conscious and monopolistically oriented groups which 
are engaged in the tactics of bending a paternalistic State to meet 
the structure of their interests and in harmony with their own 
caste of thought. That caste of thought is peculiarly unventure- 
some. Savings and investment are increasingly funnelled through 
institutional channels which are interested in security, regular 
returns, safety. The psychology of expansion which in the past 
seemed so typically American is giving way to the psychology of 
*‘ keep and protect what we have.” And the principal instruments 
to this end are self-organisation and the hand of the State. 

Not the hand of the State on behalf of business in general, 
for little business is losing out in almost every field.2 Nor on 
behalf of the property-owner as such, for stock-holders, the 
traditional American owner-operator on the farms,® and the 
property holdings of the middle class 4 are not being materially 
aided by the favoured means. Nor even the consumer, for it is 
being progressively argued that Government should leave his 
interests entirely to the tender mercies of business-sponsored 
legislation and high-pressure advertising. But on behalf of 
what organised business comes to feel is in harmony with its 
own monopolistically minded interests. These come out to be 
such things as “ fair-trade practices,’ preservation of ‘the 
enterprise system,” and the “trusteeship”’ of big business ° 
on behalf of the community as a whole. 


1 Volumes cited above on Life Insurance; Mon. No. 11, op. cit., and Final 
Report of the Executive Secretary. 

2 Mon. No. 17, Problems of Small Business; better are the surveys of indi- 
vidual industries, as, e.g., Part 6, Liquor Industry, Part 7, Milk Industry, Poultry 
Industry, and Parts 14, 14-A, 15, 16, 17, and 17-A dealing with the Petroleum 
Industry. 

3 Mon. No. 23, Agriculture and the National Economy. 

* Part 1, op. cit., in particular the testimony of Lubin and Henderson. 

5 Part 8, Problems of the Consumer, and several of the Monographs, par- 
ticularly No. 24, Consumer Standards. 
® Especially Mon. No. 11, op. cit. 





ar <a Gee ee, Oe ew. (eee i i te me a ls 








ee ee ee 


wn © rt 











1943] TEMPORARY NATIONAL ECONOMIC COMMITTEE (U.S.A.) 413 


At this point the T.N.E.C. reports present a very confused 
picture. Although it is conceded that the Anti-Trust activities 
of the Department of Justice and the Federal Trade Commission 
have done little or nothing to stop the concentration movement, 
or even to modify its more baleful effects on competition or the 
conflicting interests of other sections of the population,’ still 
many of the most potent measures for enhancement of that 
process are lauded as the fulfilment rather than as the negation 
of the traditional “‘ American way.’”’ The Federal Trade Com- 
mission’s “‘ fair-trade-practice conferences’ are upheld as “ co- 
operative ” and “ constructive”? despite the identity of the 
interests, motives, and arguments which are brought to the fore 
with those of the ill-starred N.R.A., the Robinson—Patman Act, 
and the swiftly poliferating network of business-sponsored State 
and federal legislation under which prices are being centrally 
controlled, markets allocated, and entry to or exit from business 
governed. The Miller-Tydings Act, however, is disapproved,® 
and the various inter-State trade barriers—in themselves a mere 
by-product of approved legislation—are found to be balkanising 
American trade. Again, the Trade Association is, for all 
practical purposes, classified as a technical, semi-professional, 
and constructive agency,® despite the voluminous data from 
Mr. Thurman Arnold’s Anti-Trust Division which show it to be 
typically and characteristically a collusive organisation engaging 
_in the exercise of cartel controls.® 

The attempt of various members of the T.N.E.C. to make up 
their minds on the key problems of concentration led to some 
rather badly confused studies and to a number of trivial, if not 
downright banal, conclusions and recommendations. A number 
of the Hearings and special monographs appear to be largely 
concerned not with objective analysis, but with exculpation of 
the accused—an impression which is heightened by reference to 
other findings which are reported in other publications of the 


1 Especially the testimony of Mr. Thurman Arnold in the Final Report and 
Recommendations of the Temporary National Economic Committee. 

2 Mon. No. 34, Control of Unfair Competitive Practices through Trade Practice 
Conference Procedure of the Federal Trade Commission. 

3 Final Report and Recommendations of the Temporary National Economic 
Committee; also Mon. No. 21, Competition and Monopoly in American Industry. 

4 Part 29, op. cit. 

5 Mon. No. 18, Trade Association Survey. 

* A survey of Dept. of Justice Anti-Trust indictments over the past five 
years would show citations against trade associations in well over half the cases. 
See also Part 25, Cartels, and Mon. No. 33, Geographical Differentials in Prices 
of Building Materials. In this latter connection, also Part 11, Construction 
Industry. 
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Committee. Thus, the extensive Hearings on the “Iron and 
Steel Industry ’ + ended up by finding the industry not only to 
be a web of collusive practices, but also a public-spirited and 
efficient agency for promoting the common welfare. The data 
brought out by the almost equally extensive “‘ Life Insurance ” 
investigation * were paralleled, in a sense, by the observation 
that “‘ people must expect and assume that managers will look 
‘out for interests other than their own. Managers in turn will 
then attempt to live up to expectations.”* After this dis- 
ingenuous acceptance of Burnham’s superficially plausible thesis,‘ 
a valiant effort was made to weigh and appraise the social con- 
tributions of business to the general welfare. The Hearings on 
the relationships between recent changes in technology and the 
concentration movement ® find little but praise for the effects 
of the control by large corporations over patents and highly 
subsidised research facilities—a conclusion, incidentally, which 
cannot possibly be squared with Prof. Hamilton’s castigation of 
the monopolistic effects of such controls in one of the monograph 
studies.’ <A special effort to appraise the “ social performance 
of business” turned out to be a hopeless performance, as the 
author admits before he has finished his prefatory remarks.*® 

The Final Report and Recommendations of the T.N.E.C. 
evidence considerable confusion as to the implications of the 
facts uncovered by the extended investigation, and an anxiety 
quickly to bring the proceedings to a close. Most of their recom- 
mendations were stated in very general terms: national legisla- 
tion should establish standards for incorporation; Government 
should stimulate small business investments; control over foreign 
patents should be extended, and the patent law should be modified 
so as to make it easier for small business to profit by new inven- 
tions and discoveries; the “ basing point’ system should be 
declared illegal, and certain of the resale price maintenance laws— 
notably the Miller-Tydings Enabling Act—should be repealed; 
the Anti-Trust Division must be strengthened and its funds 


1 Parts 18, 19, 20, 26, and 27. 

2 In the main the T.N.E.C. appears to have accepted more or less at its face 
value the voluminous report submitted to it by the steel industry, which was 
prepared by a group of well-known economists under the leadership of Prof. 
Yntema of the University of Chicago. 

3 Op. cit. * Mon, No. 11, op. cit. 

5 James Burnham, The Managerial Revolution (N.Y., 1941), a book which 
gained very wide circulation in American business circles. 
® Part 30, Technology and Concentration of Economic Power. 
7 Mon. No. 31, Patents and Free Enterprise. 
8 Mon. No. 7, Measurement of the Social Performance of Business. 
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increased; corporate mergers should be subjected to more 
rigorous inspection; insurance should be brought under closer 
federal control; the Government should promote industrial re- 
search and “ free competition ” ; inter-State trade barriers should 
be removed. Dissenting opinion ranged from the proposal of 
Sumner T. Pike for the establishment of a definite control agency 
over life insurance, to the hope by Rep. Sumners.of Texas that 
the public would take a less ‘‘ worshipful”’ attitude towards 
“bigness,” while still remembering that ‘there is a living God.” 
Two members of the Committee, Commissioner of Labour Statistics 
Lubin, and Commissioner Henderson of the Price Stabilisation 
Division, criticised the report as a whole on the grounds that it 
emphasised “‘ the avoidance of monopoly more than the broader 
and more fundamental approach,” and that its programme 
would not, “‘ in itself, have prevented the great depression of the 
thirties.” Nor, they argued, would “such a program .. . be 
adequate to meet the problems of tomorrow.” ! 

Perhaps the Committee cannot seriously be blamed. At this 
stage of their inquiries the United States was entering the Second 
World War. In such a national emergency many of the critical 
peace-time problems associated directly or indirectly with this 
amazing concentration movement seemed relatively unimportant. 
What had been brought together was the best collection of raw 
materials for students and practical men of affairs available in 
this country on the subject-matter under scrutiny. Those un- 
familiar with their contents will long remain unfamiliar with the 
most powerful shaping forces in American economic life in these 
profoundly disturbing times. Yet it is also true that the Com- 
mittee glossed over very nearly every basic implication—economic, 
political, and social—of the private economic power which is so 
swiftly assuming the prerogatives of authoritative control. 

Rosert A. BRapy 
Dept. of Economics, 
University of California. 





Economic EDUCATION AND Economic RESEARCH IN THE 
Soviet UNION 


Prior to the 1917 Revolution economic education in Russia 
was imparted in commercial colleges in Moscow, Kharkov, Kiev 
and a few other towns. In addition, economic subjects were 





1 Final Report and Recommendations of the Temporary National Ec 
Committee, pp. 51-2. 
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taught at St. Petersburg Polytechnical Institute, where pro- 
fessors of world celebrity lectured. 

After 1917, economics faculties were instituted at Moscow, 
Leningrad, Kiev, Kharkov, Odessa, Tomsk, Kazan and at other 
universities. This was followed by the opening of a number of 
planning colleges, as part of a system of higher educational 
establishments of Gosplan (State Planning Commission), and 
financial colleges, forming part of the educational system of the 
People’s Commissariat of Finance. Planning and _ financial 
colleges were founded both in the former university cities and in a 
number of other centres, such as Kuibyshev, Rostov-on-Don, 
Tbilisi, Baku, Tashkent and Sverdlovsk. Moreover, economics 
faculties were instituted in a number of technical colleges, some 
of which were converted into schools of engineering economics, 
as, for example, the College of Mining, which came to specialise 
in engineering economics. 

The economics course in Soviet universities lasts five years; 
in the planning, finance and engineering economics colleges, 
it lasts four years. On the outbreak of the war with Hitlerite 
Germany in the summer of 1941, by a decision of the committee 
on higher education, two contingents of students were graduated 
after shortened courses of three and three and a half years re- 
spectively. Now, however, courses follow the normal programme. 
The aim of the universities is to graduate qualified economists 
with a broad practical and theoretical education. 

Comparing the course at the economics department of Moscow 
University with the course at the London School of Economics, 
the author of these lines is able, on the basis of personal experience, 
to point out the following typical differences. The theoretical 
course in political economy is longer in Soviet universities, while 
less attention is paid to the history of economic science. Other 
historical subjects, and economic history in particular, are treated 
in equal detail; although in the U.S.S.R. major attention is 
devoted to the economic history of Russia in the nineteenth 
and twentieth centuries, and to modern history beginning with 
the English Industrial Revolution. Furthermore, at the university 
a Soviet economist is made acquainted not only with modern 
European history, but also with that of the American and Asiatic 
countries. The historical course is brought down to the eve of the 
present war. 

While in a Soviet economics course such subjects as banking, 
stock and commodity exchange organisation and commerce 
hold a smaller place than in England, the economic geography 
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of the U.S.S.R. and of the world is treated at far greater length. 
The economic geography of the U.S.8.R. is regarded as a basis 
for planning, and this course is taught over a period of one and a 
half years. 

As in England, statistics is a major subject. Economics 
students take a practical course—usually in their third year— 
in planning bodies, banks, local Government bodies, or depart- 
ments of the Central Statistical Board. Economics students, 
for example, took part in the last population census in 1939 
as part of their practical course. During the present war, 
students of Sverdlovsk University did their practical work as 
economists in factories in the Urals; students of the Central 
Asiatic University in expeditions of the Commission of the 
Academy of Sciences of the U.S.S.R. for investigating the national 
productive forces. 

In contra-distinction to English practice, university students 
completing their economics course receive only a graduation 
diploma. The lowest academic degree is that of Candidate of 
Economic Sciences, corresponding to an English Master’s Degree. 
It is obtained after examination by a special commission appointed 
by the Faculty, and a successful defence of the Master’s disserta- 
tion before the Faculty Council against two official opponents, 
who must be of rank not lower than professor. 

The requirements for a Master’s dissertation in economics 
are to be regarded as fairly exacting. A candidate must have a 
thorough theoretical training, must be familiar with the literature 
of the subject and must have undertaken original research in some 
special field. The Doctor’s Degree is awarded to persons who 
possess the Candidate’s (Master’s) Degree and successfully defend 
their dissertation before the University Council against three 
opponents, two of whom must be doctors and one a professor. 
For the past two years the themes selected for dissertations for 
Master’s and Doctor’s degrees in economics have, as a rule, related 
to some aspect of the study of productive forces in the U.S.S.B., 
of the economic geography of the Soviet Union and of the world, 
or of statistics. 

Soviet economists, governed by the demands of wartime, 
are now principally engaged in ascertaining new natural resources, 
and in investigating regions of the country which have rapidly 
grown into important industrial districts, such as the Urals, 
Kazakhstan, Central Asia, Siberia and the Volga region. This 
work is mainly being performed under the direction of the institutes 


of the Academy of Sciences. Among the 1942 Stalin prizes were 
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prizes awarded to certain economists of the Academy of Sciences 
working under the direction of its president, Vladimir Komarov, 
on the study of productive forces in the Urals. Scientific workers 
of economics institutes in various regions are engaged on practical 
work of reconstruction in the regions liberated from the Germans: 
I. ZvavicH 
Moscow. 





OFFICIAL STATISTICS 


A commiTTEE of the Royal Statistical Society has lately completed 
. &@ most important Memorandum on Official Statistics.1 It is the 
work of Professor Major Greenwood, Mr. R. F. George, Mr. M. G. 
Kendall, Mr. H. Leak, Professor E. 8. Pearson and Dr. E. C. 
Snow. Its terms of reference covered the whole organisation of 
statistics in Government Departments before, during and after 
the war, but had special reference to the staffing of departments, 
the relations between departments, and the advantages and 
disadvantages of alternative schemes of post-war organisation. 

The committee is rightly critical of the pre-war organisation 
and staffing. Powers of collection were inadequate. Such 
figures as were collected as a by-product of administrative 
responsibilities were seldom in the form most convenient for 
statistical study; they were not always properly recorded and 
summarised; there was very imperfect co-ordination between 
departments, and even between branches of the same department. 
The analysis of the material was seldom carried further than was 
warranted by the administrative requirements of the collecting 
department. The result was that for most of us in the pre-war 
world, statistical work meant an endless attempt to reduce incom- 
comparables to a state of sufficient comparability. 

The staffing of statistical branches was in part a cause, in 
part a consequence, of this insufficiency and the attitude of mind 
which engendered it. Few save the largest of the departments 
had any trained statistical staff with professional qualifications. 
Even those which had individual statistical officers with such 
qualifications had secured them in most cases by the lucky chance 
of taking an individual officer with mathematical training, who 
then proceeded on his own initiative (and not infrequently with 
the assistance of the Royal Statistical Society) to acquire the 
accomplishments which many of the statisticians in Government 
service so abundantly possess. But promotion, certainly to the 


1 Memorandum on Official Statistics, Royal Statistical Society, 4 Portugal St., 
London, W.C. 2. 
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highest positions in a department, depended rather on admini- 
strative and general qualifications, and one who came to be 
regarded too exclusively as a statistician might find himself 
debarred by his special qualifications from further promotion. 
And what was true of the higher staff was also true of the sub- 
ordinate staff. It was recruited more or less haphazard, and, 
looking for its promotion outside, had little incentive to achieve 
any high level of technical competence. 

The effect of the war has been two-fold. It has greatly . 
advanced the infiltration of statistical methods of thought and 
work. Almost every decision of importance is based on argu- 
ment from statistics. At the same time it has inevitably lowered 
the standards of statistical competence that it has been necessary 
to accept. There are a host of us, temporarily masquerading, 
who must subscribe to the view that “‘ many persons are now 
employed as ‘statisticians’ in Government departments who 
would not normally be able to find employment as such.” The 
most important single consequence of the war, however, has been 
the establishment of the Central Statistical Office, mainly as a 
co-ordinating body to establish agreed statistics and give them 
proper circulation, but with certain other direct responsibilities 
of its own. 

In looking ahead into the post-war period, the committee 
reasonably assumes that the war-time demand for statistics as a 
basis of action will continue. “It seems to us an inevitable 
social development that the State will intervene on an increasing 
scale in the life of the community in future years, and therefore 
that an increasing amount of statistical information will have to 
be collected for Ministerial guidance.”’ The statistical work 
involved will differ, however, very greatly in type and in the 
demands that it makes on the technical erudition of the statistical 
staff. 

At an early stage in the memorandum the committee dis- 
tinguishes between what it calls “‘ descriptive statistics ’’ (which 
cover the collection, summarisation and interpretation of numerical 
material without reference to questions of sampling or the prob- 
lems of representativeness associated with the theory of prob- 
ability) and what it calls “mathematical statistics” (which 
cover the more specialised theory capable of application to testing 
the significance of sampling enquiries, to various forms of scientific 
experiment, and to a whole range of problems in which the 
Government as producer or user is interested in the control of 
quality, whether of human beings or of the products of industry). 
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Corresponding to this rough and ready division is a similar 
division of the types of “ statisticians.” The first need possess 
relatively little in the way of theoretical equipment, but he must 
possess expert knowledge of the limitations of his material and a 
flair for its interpretation. The second (in the felicitous language 
of the committee itself) ‘“‘ must have a considerable knowledge of 
mathematics and a scientific mind. He should also possess the 
flair for figures of his ‘“‘ descriptive ” colleague, and if he is to 
pull his weight in any organisation his analytical skill in mathe- 
matics must be tempered with common sense and sound judgment. 
There is not (or ought not to be) any antagonism between the 
descriptive and the mathematical statistician; in fact some 
people are both.” 

Like most dichotomies from the time of Solomon, this can be 
achieved only at the expense of some violence. Many of the 
ordinary functions of a statistician in Government service are 
concerned with the intermediate index-number problems of adding 
items that are not directly commensurable, and of reducing in- 
comparables to comparability. The problems involve no high 
order of technical qualifications, but do need a clear understanding 
of a number of underlying logical points. More important, this 
memorandum is written very much in terms of the analysis of 
statistical material relating to phenomena in the past. But, 
certainly in the economic field, the majority of statistical problems 
are concerned not with a post-mortem on the past, but with a 
forecast of the future. This may sometimes involve inference of 
the future magnitude of some regularly recorded item. In 
many cases it involves estimating on the basis of scattered 
fragments of information the future size of some item that is 
neither directly nor regularly measured. And even where the 
task in hand is of a post-mortem type, it is very often necessary 
to fill gaps in recorded statistics by resort to methods of estimating 
that are closely akin to those involved in forecasting. 

The importance of this function needs to be emphasised 
because it has a very obvious bearing on the proper training of a 
statistical staff for the main economic departments. On this 
subject it is not easy to summarise the full recommendations of 
the committee, without doing violence to them. The main 
essentials are these. Every major department should have a 
statistical branch under an officer of the administrative grade; 
smaller departments should either have a section of appropriate 
size or depend on some larger department. Branches of a 
department should continue to collect the statistics, but their 
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work should be co-ordinated by the statistical branch. The 
general statistical work of the Civil Service should in turn be 
co-ordinated by a Central Statistical Office. 

To man these various units, there should be senior statistical 
staff with a number of definitely statistical appointments open to 
them carrying stipends comparable with those of the more senior 
officers of the administrative grade. These should be recruited 
by any of three routes : first, by transfer of suitable individuals 
at any stage from the ordinary administrative grade; second, by 
selection (on the basis of interview, recommendation and record) 
of technically qualified statisticians at a year or two above 
normal age of entry ; third, in exceptional circumstances, by quasi- 
temporary appointment or seconding of more senior persons who 
have made a reputation outside the service. The second would 
be the normal method of entry and it is thus important to quote 
in full the committee’s conception of the background and quali- 
fications of these. ‘‘ The ideal course would be for a man to have 
taken mathematics, followed by a course in statistics and either 
economics or other appropriate subjects, and then by a year of 
research and investigation either at the University or with a 
business organisation. Those thus recruited should after appoint- 
ment have exactly the same status and stipend as Civil Servants 
who have entered regularly through the Class I examination and, 
provided they are suitable, be assimilated to the adminis- 
trative grade. Those not so assimilated would remain technical 
statisticians.” 

There are two main criticisms that may be made of these 
proposals. Do they make sufficient provision for economic as 
well as mathematical and statistical training? Are they flexible 
enough in admitting late comers? It was argued above that, 
even in fields where the main tasks are “‘ descriptive,” the function 
of estimating is a very important one. The arts of estimating 
cannot be learned by rule of thumb. They come in part from a 
very thorough understanding of the forces that can and do 
influence some factor; they come in the main, however, only 
with the experience in handling material that a student acquires 
only at the post-graduate stage. The first post-graduate year is, 
as a rule, a year of floundering, and to expect much research 
experience from it would be to invite disappointment. There is, 
moreover, a much stronger objection to taking the normal 
entrants in after only one year of research. Many of the best 
economic statisticians will have academic ambitions, and will 
wish to take a Ph.D. degree as a means to academic work. At 
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the end of one research year they must chose between completing 
the Ph.D. and going to the Civil Service. The latter loses 
any chance of calling on those who after completing a Ph.D. 
either do not wish to go further with academic work, or fail to get 
the particular university post for which they may have been 
competing. The case for extending the intake to cover the 
normal end of the Ph.D. course is surely overwhelmingly strong, 
both from the point of view of adequate training and individual 
freedom of choice. All war-time experience supports the view 
that the age of 24-5 is not too old to take in men into these more 
technical grades. But obviously pension provisions must take 
reasonable account of the longer period of training. 

There is a further problem to which this memorandum alludes 
scarcely, if at all. The war-time increase of statistical work has 
affected not only statistical branches as such, but every branch 
of almost every department. Figures are handled, analysed, 
estimated often with extreme competence, occasionally with 
extreme violence, by hundreds of permanent and temporary 
Civil Servants, few of whom have had any training in their uses 
and limitations. The problems of training the ordinary Civil 
Servant in statistical techniques, and the still more important 
logical foundations and pitfalls, are fully as urgent as those of 
educating the professional statisticians. I am myself very far 
from convinced that a method of recruitment of the junior staff of 
a statistical branch which passed through it a proportion of the 
ordinary administrative staff of the Department would necessarily 
be misguided. For the moment, statisticians are too often 
regarded as convenient drudges who exist to insert figures in the 
blanks left by expert administrative draughtsmen, and too seldom 
as valuable critics of the limitations of inference from statistical 
evidence. A development in the general application of statistics to 
the problems of government must come in part from an improve- 
ment in the specialised training of the ordinary Civil Servant. 


AvsTIN RoBINson 
Sidney Sussex College, 


Cambridge. 


OBITUARY 


BEATRICE WEBB AS AN Economist ! 


In one sense, Beatrice Webb was not an economist at all; for she 
denied entirely the value of any “self-contained, separate, abstract 


1 Supplementary to the notice of Leonard Woolf in the Economic JouRNAL 
for June—September, 1943. 
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Political Economy.” In the eighteen eighties, while she was still 
feeling her way towards her life’s work, she spent much time and 
effort on the study of both classical and Marxian economics, and 
came to the conclusion, which she never found cause to retract, 
that they were both fundamentally unrealistic and wrong in their 
approach. She wrote, in the middle ’eighties, a series of notes 
“On the Nature of Economic Science’; and the gist of these 
unpublished memoranda is given in an appendix to My Apprentice- 
ship. “I see few advantages, and many disadvantages, in 
collecting together all the activities concerned with the production 
and consumption of wealth, in all the various stages of social 
evolution, and in all the different varieties of social organisation 
by which this function is performed; and in making this object 
or purpose the subject of a self-contained science styled Political 
Economy, apart from the study of human behaviour in society— 
that is to say, of social institutions, or Sociology.” And again, 
“ Political Economy, as professed and taught, deals with only one 
of many social institutions engaged in or concerned with wealth 
production; and it is misleading to ignore those other social 
institutions by which wealth has been, and is now being produced 
among hundreds of millions of people unacquainted with the ‘ big 
business ’ or profit-making capitalism, for which Ricardo sought 
to formulate the ‘ laws ’ that his successors have been, during the 
past century, so diligently refining and elaborating.” 

This frontal attack on abstract, deductive economics leads 
straight on, in Beatrice Webb’s notes, to a constructive formula- 
tion of the tasks which, she considers, the student of social 
questions ought to attempt. ‘‘ What need to be studied are 
social institutions themselves, as they actually exist or have 
existed, whatever may be the motive attributed to the men and 
women concerned; and whatever may be the assumed object or 
purpose with which these institutions are established or main- 
tained. . . . The study of profit-making capitalism or modern 
business organisation would take its place alongside the separate 
studies of other social institutions, such as the family ; consumers’ 
co-operation; the vocational organisations of the various kinds 
of producers; local government; the State (or political organisa- 
tion); international relations; the intellectual, aesthetic and 
religious interests of man, and possibly a host of other depart- 
ments of what can only be regarded (and may one day be unified) 
as Sociology.” 

Beatrice Webb went on to write that this view would involve 
an abandonment of the abstract, deductive method, ‘‘ without the 
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possibility of precise verification of its inferences, which Ricardo’s 
authority imposed on successive generations of British economists.” 
It would imply a very different method. ‘‘ Whether competitive 
profit-making or capitalism promotes greed and oppression, and 
depresses public spirit—like the analogous accusations that State 
employment favours slackness and lessens initiative, and that 
vocational organisation favours exclusiveness and stale technique 
—are all alike questions to be investigated. ‘ By their fruits ye 
shall know them ’—I would add, more especially by the spiritual 
fruits, 7.e., by the characteristic state of mind which any particular 
institution brings about in the individual and in the community, 
the character which it produces, as manifested in the conduct of 
individuals and organisations.” 

Then, further on, “‘ A necessary implication of this new classi- 
fication would be that what would have to be investigated, 
described and analysed are the social institutions themselves, as 
they exist or have existed, not any assumed ‘ laws,’ unchanging 
and ubiquitous, comparable with the law of gravity, any failure 
of correspondence with the facts being dismissed as fiction. A 
second corollary is that these social institutions, like other organic 
structure, have to be studied, not in any assumed perfection of 
development, but in all the changing phases of growing social 
tissue, from embryo to corpse, in health and perversion, in short, 
as the birth, growth, disease and death of actual social relation- 
ships. And their diseases may even be the most interesting part 
of the study ! ” 

Further on again, Beatrice Webb defined one part of her 
objective as ‘“‘ the study of the economic behaviour of particular 
individuals and classes.’’ In another note, written in the eighties, 
she pleads for “‘ a body of students who will seek truth for its own 
sake, with the single-minded desire to present a true picture, and 
if possible an explanation of social life.’”’ In this note she goes on 
to plead for a combined technique of “‘ personal observation and 
statistical enquiry,” on the ground that “in social science, as in 
all the other sciences of organic life, quantitative and qualitative 
analysis must go hand in hand.” Then follow papers on “ The 
Method of the Interview ” and “‘ The Art of Note-taking ’’—-the 
germs from which grew the Webbs’ practice through many years 
of diligent social investigation and their summary of this experience 
in the volume Methods of Social Study, published in 1932. 

What these notes make clear is that Beatrice Potter, even 
before her meeting with Sidney Webb, knew very well what she 
was setting out to do, and had already formulated for herself both 
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a critique of Political Economy and a constructive view of the 
functions and methods of Social Science. She was not, at this 
time, a Socialist : Socialism was, for her, the outcome of actual 
practice of the methods of social investigation which she had 
defined for her own use; and it follows that the Socialism at which 
she arrived was undogmatic, relativist, and regarded rather as an 
instrument of action than as a theory. She was as impatient of 
the dogmatic Marxism which took its stand on the labour theory 
of value as of orthodox economics. Her own theory of value she 
defined in terms of “‘ a correspondence or union between economic 
faculty and economic desire.” “ It is,” she wrote in 1892, “‘ so to 
speak, the marriage settlement of economic life, and like many 
other matrimonial arrangements it is not always to the advantage 
of both parties. And moreover, in this vale of tears many 
faculties and many desires do, as a matter of fact, remain un- 
married; and thus fail to generate exchange value. Indeed, it 
should be one of the main objects of applied sociology to bring 
about the largest measure of unbroken continuity and mutual 
satisfaction in an ever-increasing stream of marriages between the 
economic faculties and economic desires of the human race.” 

Beatrice Webb linked this sociological theory of value to her 
conception of the integration of social structure. ‘“‘ Was it 
fantastic to suggest that this idea of the democratic government 
of industry as a joint affair of consumers and producers had some 
affinity with the idea of exchange value being the result of a 
correspondence or union between economic faculty and economic 
desire? The proper relationship of Trade Unionism and Co- 
operation is that of an ideal marriage, in which each partner 
respects the individuality and assists the work of the other, whilst 
both cordially join forces to secure their common end—the 
Co-operative State.” 

This passage was written in the actual year of Sidney and 
Beatrice Webb’s marriage, and after his influence had begun to 
fuse itself with her thought. I think it is possible at this point 
to discover what was each partner’s principal contribution to 
their long and latterly indistinguishable collaboration. Sidney 
Webb was already the mainstay of the Fabian Society, the 
principal source of the stream of social information which was 
being poured out through its tracts and lectures, the very embodi- 
ment of the quantitative study which Beatrice had said should 
go hand in hand with qualitative study of social affairs. Her 
experience had been in this qualitative field, especially her work for 
Charles Booth’s great London Survey. She had already published 
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her small, but remarkable, study of The Co-operative Movement in 
Great Britain; he had written on Socialism in England, on The 
Eight Hours Day, and on The London Programme, and, in addition 
to Facts for Socialists and numerous other Fabian Tracts, had 
contributed to Fabian Essays the study of The Historic Basis of 
Socialism in which he gave the essence of the Fabian doctrine of 
Utilitarian Collectivism as the social structure appropriate to the 
age of machine production and surveyed the growth of the 
activities of the State as an organisation for the promotion of 
social welfare. He had moreover been very active behind the 
scenes in creating the Progressive Party on the newly formed 
London County Council, and was already deeply engaged in the 
study of local government as an agent for the provision of collective 
services for the people. 

Thus, even at the time of their marriage, the work that lay 
before them as the outcome of their union was already defined. 
Sidney Webb drew from Beatrice a new interest in the achieve- 
ments and possibilities of voluntary organisation and a conception 
of the need for a wide diversity of studies of forms of social and 
personal behaviour. She learnt from him to think more of the 
role of State and local government in the promotion of welfare, as 
well as a clearer appreciation of the forces of social evolution and 
the value of historical studies. In practice, she left the statistics 
to him, and he left the individual “ case-work ” largely to her; 
and they joined forces in an immense amount of documentary 
research which resulted, over a long period of years, in the great 
series of volumes on which their combined literary reputation 
securely rests. 

In giving these studies their initial direction, Beatrice Webb 
evidently took the lead. Her relatively slight study of The Co- 
operative Movement (1891) was followed in 1894 by their joint 
History of Trade Unionism—the first, and still the best, book that 
attempts any careful survey of the phases of Trade Union growth 
and of their significance. Industrial Democracy (1897) was the 
sequel, studying and analysing in detail the current activities of 
the Unions in the fields of collective bargaining, social insurance, 
and the promotion of legal enactment, and in its concluding 
sections attempting an evaluation of the place of working-class 
producers’ associations in the society of the coming era. The 
companion pieces, following up Beatrice Webb’s historical study 
of Co-operation, were long deferred. A part of them appeared in 
the special supplements on Co-operative Production and The Co- 
operative Movement issued in 1914 by the New Statesman—itself 
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one of their children; but The Consumers’ Co-operative Movement, 
the big volume in which they attempted to do for the Co-operative 
Societies what they had done in Industrial Democracy for the Trade 
Unions, was not published until 1921. 

In the meantime, Sidney Webb had had his turn, of which the 
fruits appeared in the massive series of volumes on the history of 
English Local Government from the seventeenth century up to the 
reform of the Corporations in 1835. Unrivalled as history, in this 
field, these volumes were much more than a mere survey of the 
past. Although the story was not, save in the case of the Poor 
Law, carried beyond 1835, it was presented essentially as an 
introduction to the later development of local government as 
an instrument of collective welfare. The series culminated in 
the volume, unattractively and misleadingly called Statutory 
Authorities for Special Purposes (1922), in which, after recording 
the growth of the special Commissions which were the real fore- 
runners of modern local government agencies, the Webbs attempted 
a social evaluation of the place of local governing institutions in 
the life of society. With this series of volumes go also their more 
specialised studies of modern local government, including the New 
Statesman supplement of 1914 on State and Municipal Enterprise. 

During the years through which the Webbs were pursuing their 
intensive studies of Trade Unionism and local government the 
Labour Party was in the making, and the Fabian Society, which 
was one of its original constituents, was pouring out tracts and 
lectures developing its gospel of evolutionary Socialism. Sidney 
Webb, in addition to his work on the L.C.C., to which he had been 
elected in 1892, played a large part in the activities of the Society : 
Beatrice Webb but a small one, typified in her Fabian pamphlet 
on Women and the Factory Acts (1896) and her editorship of The 
Case for the Factory Acts (1901). She, though a Fabian, still pre- 
ferred to stand rather apart from politics, following up her special 
concern with the conditions of working women and her close 
connections with Trade Union and Co-operative leaders. This 
was the epoch of Fabian ‘‘ perméation,” when she and Sidney, in 
their several ways, were trying to influence the younger and more 
hopeful members of the existing governing class, and were still 
sceptical of the power of the working classes to create a powerful 
political party of their own. His field was primarily that of 
politics, local and national : hers, that of social reform, especially 
in connection with the growing agitation against sweated labour 
and the demand for a “‘ national minimum ” of wages and working 
conditions. 
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It was at this point that the appointment of a Royal Com- 
mission to enquire into the working of the Poor Laws gave them 
both a fresh field of social activity adjacent to the social studies 
which they had made their own. Beatrice Webb was made a 
member of the Commission; and she and Sidney Webb proceeded 
to devote the next few years of their lives to making the reform 
of the Poor Laws the point of focus for their practical social policy. 
The famous Minority Report of the Poor Law Commission (1909) 
was written mainly by Sidney Webb; and into it they put a large 
part of their social policy. Not content with proposing the 
abolition of the Boards of Guardians and the break-up of the 
Poor Law so as to merge it in with the developing duties of the 
local governing authorities in town and country, they proceeded 
in the second half of their report to deal at length with the problem 
of unemployment, advocating public works for the maintenance of 
the level of employment in bad times, State measures for the 
rehabilitation and training of the long unemployed, and many of 
the proposals which are now embodied in projects for the main- 
tenance of “‘ full employment ”’ and the recognition by the State 
of responsibility for “‘ Social security *’ among the people. They 
flouted convention by publishing, in face of official protests, their 
own annotated and edited issues of the Minority Report; they 
founded the National Committee to Promote the Break-up of the 
Poor Law (subsequently re-named the National Committee for the 
Prevention of Destitution) to spread abroad the doctrines of the 
Report. They appealed for support to men and women of all 
parties, or of none; and they carried on together what was 
probably the most highly organised social campaign since the 
days of the Anti-Corn Law League. They addressed meetings 
and founded branches all over the country ; they called in London 
a great conference at which they made the most of the support 
which they had been successful in enlisting from all parties and 
from public men in a wide variety of spheres: they founded a 
journal, The Crusade, out of which developed the New Statesman. 
For several years their activity was unremitting; and Beatrice 
Webb, who had hitherto taken little part in the work of propa- 
ganda, took her full share in all these labours, and also made their 
home at 41 Grosvenor Road a centre of all manner of plots and 
entertainments. Their efforts were abortive. John Burns, the 
President of the Local Government Board, would have nothing to 
do with their proposals; and Lloyd George was following the 
different line that led to the National Insurance Act of 1911. The 
Poor Law remained unreformed save in secondary ways, right up 
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to 1929. John Burns was able to boast that he had “ dished the 
Webbs,” though in fact the main responsibility was not his. 

From 1911, when the Insurance Act became law and was 
accepted by the Trade Unions for the sake of their share in its 
administration, the failure was evident; and the Webbs had to 
decide what to do next. What they did was to found a Fabian 
Research Department, which they set to work on a series of 
inquiries relating their earlier work on Trade Unionism and Co- 
operation to the new winds of doctrine that were blowing about 
the working-class movement and making themselves manifest in 
waves of strikes, often against the wish of the Trade Union leaders, 
and in a widespread disillusionment with the achievements of the 
Labour Party, which had first appeared in force in the Parliament 
of 1906. They set on foot a new study of the control of industry, 
designed to further the idea of a partnership between the pro- 
ducers and the consumers, and to counteract on the one side 
Syndicalism and on the other the too exclusively political bias 
of the Labour Party leaders. Out of this new venture, in which 
Beatrice Webb played the leading part in organisation, while 
Sidney Webb took his full share in the writing, came the series of 
special supplements to the New Statesman, not only dealing with 
Co-operation in its various aspects but also embodying the first 
real study ever made of the forms and methods of organisation in 
the skilled professions—an exceedingly valuable pendent to their 
earlier account of the Trade Unions. 

The outbreak of war in 1914 interrupted, though it did not 
wholly suspend, these researches. The Fabian Research Depart- 
ment found itself overwhelmed with current activities arising out 
of the war, and called up to serve as a daily adviser on emergency 
problems to the working-class movement. The Webbs themselves 
became immersed in war work—Sidney as a leading spirit of the 
War Emergency Workers’ National Committee, Beatrice especially 
in connection with problems of women’s employment and war 
service. When problems of reconstruction began to be taken 
into account, Beatrice Webb played an important part both on 
the War Cabinet Committee on Women in Industry and on various 
committees attached to the Ministry of Reconstruction—especially 
the Haldane Committee on the Machinery of Government, which 
enabled her to revive their proposals for the break-up of the Poor 
Law and for a reorganisation of the departmental structure 
designed to improve the equipment of the State for its task of 
promoting social welfare. Out of her work for the War Cabinet 
Committee arose her book, Men’s and Women’s Wages: Should 
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they be Equal?, published in 1920. At the same time she and 
Sidney Webb made use of such time as they could call their 
own to complete their series of books on local government, to 
begin work on their great history of the development of the Poor 
Laws, and to follow up Beatrice’s earlier study of the growth of 
Co-operation with a full study of the contemporary development 
of the consumers’ Co-operative movement. 

The end of the war confronted them with the need to restate 
their social gospel of partnership between producers and con- 
sumer as the key to the right adjustment of social relationships. 
This they attempted to do in A Constitution for the Socialist 
Commonwealth of Great Britain (1920)—the least successful of their 
major books. Sidney Webb had been mainly responsible for 
drafting the new Socialist programme with which the Labour 
Party, reorganised under his and Arthur Henderson’s influence, 
appealed to the electors at the end of the war, and A Constitution 
for the Socialist Commonwealth was in the main an attempt to 
influence the formation of Labour opinion at a time when political 
and economic institutions alike seemed to be in the melting pot. 
Its proposals for a Social Parliament, distinct from the Political 
Parliament dealing with the affairs of government in the 
traditional sense, was an attempt to meet the attacks of Syndical- 
ists and Guild Socialists on orthodox Fabian Collectivism without 
sacrificing the ultimate supremacy of the consumers in economic 
affairs. But its proposals were generally deemed too artificial; 
and it exercised little influence on the shape of public opinion. 
It appeared, indeed, at a time when the foundations of Syndicalist 
and Guild Socialist influence were being undermined by the post- 
war depression; and its ignoring of the challenge presented by 
the development of the Soviet system in Russia deprived it of 
any appeal to the working-class “‘ Left ” or to the new generation 
of Socialist intellectuals who were looking, still bemusedly, to 
Russia for inspiration. 

In 1923 the Webbs followed up this unsuccessful essay in 
constitution-making with a very much better book, 7'he Decay of 
Capitalist Civilisation, in which they analysed relentlessly the 
signs of capitalist decline and the growing tendency of capitalism 
in decay to resort to restrictive devices which were a blank denial 
of its claim to rank as a promotor of adventurous enterprise. 
Immediately thereafter, the accession of the first Labour Govern- 
ment to office drew them both away from writing to active par- 
ticipation in public affairs. Sidney Webb became President of 
the Board of Trade; and Beatrice Webb constituted herself hostess 
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to the members of the new governing class and especially to the 
wives of the Labour Ministers and M.P.’s, for whose benefit she 
founded the “ Half-Circle Club ” in an endeavour to protect them 
at once from social isolation in London and from the insidious 
risks of patronage. 

The fall of the first MacDonald Government at the end of 1924 
gave the Webbs opportunity to resume their writing. In 1926 
Beatrice published My Apprenticeship, the fascinating record, 
based on her diaries, of her mental and political development up to 
the time of her marriage. My Apprenticeship gave a wide public 
an idea of her personality quite different from that which had 
prevailed before among those who knew the Webbs only by their 
political writings. They had been dismissed often enough as 
inhuman, mechanistic, mere schemers of social projects into 
which men and women must be made to fit regardless of personality 
or private desire. Such a view of Beatrice Webb’s outlook could 
not survive the publication of her candid and engaging record of 
the earlier phases of her pilgrimage. There were some who drew 
the conclusion that the inhumanity was Sidney Webb’s, and that 
Beatrice was a great spirit thwarted by marriage to a machine. 
But none who knew Sidney Webb could have endorsed this 
judgment. Inhuman he never was, even if his part in their 
partnership was mainly that of quantitative analysis, while 
Beatrice attended to the qualitative elements in the social situa- 
tions which they surveyed. They were too closely bound 
together in spirit for their thoughts and attitudes to be thus 
divided. In private conversation, either of them could at any 
moment begin a sentence with “‘ We think” without fear of 
violating the other’s mind. 

The pause which followed the fall of the first Labour Govern- 
ment also gave them the opportunity to finish their great English 
Poor Law History, of which the first volume, dealing with The Old 
Poor Law, appeared in 1927, and the second and third, carrying the 
record from 1834 to the end of the system then inaugurated, in 
1930. Methods of Social Study, to which reference has been made 
already, followed in 1932. 

At this point it seemed to many as if the Webbs had completed 
their life-work. The second Labour Government, in which Sidney 
Webb, now Lord Passfield, was Colonial Secretary, had called 
them back to politics in 1929; and Beatrice, who strongly objected 
to being called “‘ Lady Passfield,” had resumed her position as 
Labour hostess. The fall of the Government in 1931 had released 
them from these, on the whole, uncongenial tasks; and they 
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withdrew from London to spend their latter years at their house, 
Passfield Corner, near Liphook, Beatrice announcing her intention 
of setting to work on Our Partnership, which was to be the sequel to 
My Apprenticeship, but was to be published only after their death. 
Their story was, however, to have an ending very different from 
that which most of their friends and admirers had anticipated. 
Experience of Labour politics over the dozen or so years since the 
end of the war had taught them much, and had above all roused 
in them an intense curiosity about the real significance of the 
immense Socialist experiment which was being made in the 
Soviet Union. In 1932, when Beatrice was 74 and Sidney 73 
years old, they set off together to see for themselves what was 
really happening in the one country in which capitalism had been 
definitely overthrown and a form of Socialism set up in its place. 

On the eve of their departure I was invited to write for an 
American magazine, Current History, a forecast of what they 
would make of the Russian experiment. Despite their reputation 
as “‘ moderates,” and their lifelong association in Great Britain 
with the cause of evolutionary Socialism—despite the association 
of their names with Sidney’s mot about “the inevitability of 
gradualness,”’ I was in no doubt what their conclusions would be. 
I felt sure they would come back enthusiastic for Soviet Com- 
munism, as it was working itself out in Russia, and that they 
would find in it something essentially consistent with their social 
ideals. I said so, and I was right; but I was taken by surprise 
by the thoroughness with which they were able to apply their 
methods of social investigation to the unfamiliar conditions of a 
new country and an unknown language. The two volumes of 
Soviet Communism: a New Civilisation ?, published in 1935, were 
an astonishing tour de force for two ageing Fabians whose life- 
work many had deemed to be at anend. Astonishing, yes; but 
entirely consistent with the corpus of their previous writings. 
In the Soviet Union, Sidney Webb found the planned Socialist 
economy which he had been advocating steadily for the best part 
of fifty years; and Beatrice found a fascinating proliferation of 
social activity which she was able to interpret in terms of her 
interest in social behaviour and to study as a release of motives 
inhibited under capitalism but set free under Socialism to achieve 
miracles of individual and collective social effort. Neither of 
them was in any way appalled by the absence of many of the 
institutions which most people in England regarded as the essential 
hallmarks of political democracy. There were some who said 
this was because the Webbs preferred order and method to 
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democracy; but anyone who reads their book can hardly fail to 
be struck by their continual insistence on the emergence of new 
forms of popular self-expression, on the efficacy of the appeal to 
new popular motives of collective service and aspiration in 
evoking new responses, and on the sheer number of persons actively 
participating in the work of government in the Soviet Union in 
comparison with supposedly more democratic countries. In effect, 
the Webbs believed that they had discovered in the Soviet Union a 
new kind of democracy, capable of serving as the basis for a new 
civilisation with values essentially different from those of the 
capitalist era. 

It is only necessary to look back to Beatrice Webb’s. notes, 
from which I quoted at the beginning of this article, to see how 
precisely in her account nearly half a century afterwards of the 
new civilisation of the Soviet Union, she was seeking, and as she 
believed finding, answers to certain of the questions she had posed 
to herself right at the beginning of her career. ‘‘ The study of 
profit-making capitalism,” she had urged, would in a true arrange- 
ment of the social sciences, ‘‘ take its place alongside the separate 
studies of other social institutions.” She had written in those 
early days that “one of the many mischievous results of the 
abstract and deductive method [in Economics] has been the 
underlying assumption, used as a premise for its deductive 
reasoning, that pecuniary self-interest is, in fact, the basis of 
modern business enterprise, all else being ignored as merely ~ 
‘friction ’.”” She had gone on to deny that this was a true picture 
even of capitalist society, and to stress the contributions maae by 
“ public spirit and personal vanity, delight in technical efficiency 
and desire for power, political and social ambition, the spirit of 
adventure and scientific curiosity, not to mention parental love 
and pride of family, and even racial prestige.” In the Soviet 
Union she was studying at first hand a quite different pattern 
made up of these motives, not to the exclusion of “ pecuniary 
self-interest,’’ but so as to relate it quite differently to the other 
motives, with quite different results. The spectacle of this new 
civilisation in the making fascinated her; and the thought of it 
came so to dominate her mind that in her last years she could 
hardly talk for more than a few minutes about anything without 
bringing it in. 

It is no part of my task in this article to write of Beatrice 
Webb as a person, or much that I should like to say would come 
inat this point. That task has been performed by Leonard Woolf 
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only with her contribution to economic studies; and yet I cannot 
keep the two things entirely apart. I first met Beatrice Webb 
personally just at the point of transition between her work on the 
National Committee for the Prevention of Destitution and her 
creation of the Fabian Research Department as an agency for 
enquiring into the problems of the control of industry. I was 
then a very cocksure young graduate, deeply impressed by 
Syndicalism and Industrial Unionism and in process of developing 
into a Guild Socialist in an attempt to reconcile the claims of the 
producers to freedom and self-government with the claims.of the 
general consuming public to the highest possible standard of 
living and freedom of choice. In my cocksureness, I very 
thoroughly misunderstood Beatrice Webb, regarding her and 
Sidney as the quintessential representatives of bureaucratic 
collectivism, and brushing aside the large concessions made in 
Industrial Democracy and their other writings to the claims of the 
producers. I was not, I think, wholly wrong; for the Webbs, in 
their opposition to Syndicalism, were disposed in those days to 
lean over towards bureaucracy. But it took me a long time to 
discover that, at all events in Beatrice Webb, this leaning over 
involved an effort, because her natural sympathies were on the 
side of voluntary organisation, of producers as well as consumers, 
and she was very much alive to the need for variety and diversity 
of experiment in social structure. Gradually, I came to under- 
stand better her fundamental point of view, and to appreciate 
how much closer my own was to it than I had for a long time 
believed. During the period of antagonism—combined always 
with reluctant admiration of her outstanding quality—I was 
exceedingly rude to her; for I had more than my share of youthful 
arrogance. She—and Sidney too—were entirely unmoved by 
my rudeness. They went on treating me just as if I had been 
charming to them, helping me to find my way along roads which 
they had travelled together, behaving to me as if the cause we 
had equally at heart was much too important for mere personali- 
ties to be allowed to get in the way. They were exceedingly good 
to me; and the end of it was an abiding friendship as well as a 
firm assurance that Beatrice Webb was the greatest woman I had 
been privileged to know. 

I am but one among very many—a great diversity of creatures 
—upon whom her influence has been very marked. I got much 
more from her directly than from Sidney because it was more her 
way to move the talk on to the plane of fundamental ideas. 
Sociologically, her opinions had much in common with those of 
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J. A. Hobson, to whom also I owed a great deal. His Freethought 
in the Social Sciences works out many of the notions which under- 
lay her social thinking, though she never set them down in the 
same formal way. There is the same insistence on the unity of 
the social studies ; the same refusal to recognise as valid a separate 
body of economic theory based on abstractions, the same deter- 
mination to study directly the practical behaviour of persons and 
institutions, where the ‘‘ economic ”’ appears only as an aspect of a 
working unity spreading out over the whole of social life. I have 
never been much influenced by the Webbs’ practical “tips ”’ 
about method. Each researcher, or at all events each team 
working together, must I think largely make up a personal tech- 
nique of interviewing, note-taking, and the like. For that reason, 
Methods of Social Study appeals to me much less than most of the 
Webbs’ books; and I can regard it only as an account of their 
methods, and not as a guide to my own or anyone else’s—save, of 
course, that anyone can pick up from it many useful hints. The 
essence of the Webb way of social study was not in the particular 
technique they devised for it, well as that technique may have 
served their ends. It was in their whole approach, their belief 
that the significance of social structures could be understood only 
by direct, systematic and laborious investigation of their actual 
behaviour, past as well as contemporary, and that the quality of 
any society had to be measured by assessing, not its theoretical 
perfection, but its practical success ineliciting constructive loyalties 
and playing upon socially desirable motives. 

The Fabians have often been called “ the modern utilitarians,”’ 
as having taken the doctrines of Bentham and Mill and converted 
them from individualist to collectivist terms, using them to justify 
the extension of State activity in the social field and applying the 
“ greatest happiness ”’ principle in new ways corresponding to the 
changing technical conditions of the modern age. Thus stated, 
the Fabian doctrine is Sidney Webb’s, rather than Beatrice’s, 
contribution to the common stock. She, accepting it broadly, 
extended its meaning both by recognising that collective social 
action for happiness could manifest itself quite as fruitfully in 
voluntary as in statutory forms, and by insisting that the search 
for happiness must involve the creation of many-sided opportunity 
for the successful exercise of constructive faculties and the 
expansion of personal motives in socially productive actions as 
well as the satisfaction of passive consumers’ needs or desires. 
Her curiosity about social behaviour had always the invigorating 
quality of a curiosity about individuals: it never reduced itself 
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to a study of the institutions merely as social mechanisms apart 
from the motives which drove them on. That was why the 
Soviet experiment so deeply stirred her imagination—not mainly 
because it seemed to her to be solving the mechanical problems of 
productive organisation and releasing society from the inhibitions 
and restrictions characteristic of capitalism in decay, but princip- 
ally because it was finding out new ways for the successful 
exercise of human faculty in the creative service of mankind. 

I append a list of her chief writings, including those which she 
and Sidney Webb wrote together, and, for completeness, those on 
which his name appeared alone. She published in addition a 
number of pamphlets, chiefly in connection with the crusade for 
the prevention of destitution, or dealing with women’s questions, 
factory legislation, and the Co-operative movement. 


By BEATRICE WEBB ALONE 


Contributions to Charles Booth’s Life and Labour of the People of 
London. 1889 and 1902. 

The Co-operative Movement in Great Britain. 1891. 

Women and the Factory Acts. 1896. 

The Case for the Factory Acts (edited by Beatrice Webb). 1901. 

Socialism and National Minimum (chapter in). 1909. 

The'Case for the National Minimum (edited by Beatrice Webb). 
1913. 

The Abolition of the Poor Law. 1918. 

Men’s and Women’s Wages : Should they be equal? 1920. 

My Apprenticeship. 1926. 


By SIDNEY AND BEATRICE WEBB 


The History of Trade Unionism. 1894. Revised and extended, 
1920. 

Industrial Democracy. 1897. 

Problems of Modern Industry. 1898. 

History of Liquor Licensing in England. 1903. 

English Local Government : The Parish and the County. 1906. 
The Manor and the Borough. 1908. 
The Story of the King’s Highway. 


1913. 
English Prisons under Local Govern- 
ment. 1922. 


Statutory Authorities for Special Pur- 
poses. 1922. 
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The Break-up of the Poor Law. 1909. 
The Public Organisation of the Labour Market. 1909. 
[The above two volumes contain the Webbs’ annotated 

edition of the Minority Report of the Poor Law Commission 
of 1909.] 

English Poor Law Policy. 1910. 

The State and the Doctor. 1910. 

The Prevention of Destitution. 1911. 

What Syndicalism Means. 1913. 

Co-operative Production and Profit-sharing. 1914. 

The Co-operative Movement. 1914. 

State and Municipal Enterprises. 1914. 

Professional Organisations. 1915. 

English Teachers and their Professional Organisations. 1915. 

[The above five were published as Special Supplements to 

the New Statesman in connection with the enquiry into the ” 
Control of Industry organised under the Fabian Research 
Department. ] 

A Constitution for the Socialist Commonwealth of Great Britain. 
1920. 

The Consumers’ Co-operative Movement. 1921. 

The Decay of Capitalist Civilisation. 1923. 

English Poor Law History : The Old Poor Law. 1927. 

The Last Hundred Years. 1930. 

Methods of Social Study. 1932. 

Soviet Communism : a New Civilisation ? 1935 (new edition 1941). 

The Truth about Soviet Russia. 1942. 


By Sipney WEBB ALONE 


The Historic Basis of Socialism (in Fabian Essays). 1889. 
Socialism in England. 1890. 

The Eight Hours Day (with Harold Cox). 1891. 

The London Programme. 1892. 

Labour in the Longest Reign. 1897. 

London Education. 1904. 

Grants in Aid. 1911. 

Towards Social Democracy. 1916. 

How to Pay for the War (edited by Sidney Webb). 1916. 
The Works Manager To-day. 1917. 

The Restoration of Trade Union Conditions. 1918. 

The Story of the Durham Miners. 1921. 

G. D. H. Cote 
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LreonaRD Darwin (1850-1943) 


Lzeonarp Darwin’s first significant contribution to Economics 
was his volume on Bimetallism published in 1897 with acknow- 
ledgements to Marshall and to Foxwell for the help they had 
given him. He wrote as a convinced but moderate adherent of 
bimetallism on the basis of the “ market ratio’ between gold and 
silver as against a “low ratio ”’ (i.e., a high gold-price for silver), 
being more interested in the stabilisation of exchange rates between 
gold and silver countries than in an arrangement which by 
increasing the volume of the total gold and silver circulation in 
terms of gold might be expected to raise gold prices and exert an 
inflationary tendency. It was, perhaps, this division within the 
ranks of the bimetallists which most contributed to their ultimate 
defeat. But it was characteristic of Darwin that he was orthodox 
on one leg and unorthodox on the other. His book appeared to- 
wards the end of the long controversy. His statement of the 
conflicting arguments was so clear and unbiased that it remained 
the standard text-book on the subject for students until 
questions on bimetallism had disappeared from the examination 
papers on economic theory to the papers on economic history. 
He followed up this work by a substantial pamphlet in 1898 
entitled The Questions to be considered by the Indian Currency 
Committee. 

There followed in 1903 his most extensive study—Municipal 
Trade: The Advantages and Disadvantages Resulting from the 
Substitution of Representative Bodies for Private Proprietors in the 
Management of Industrial Undertakings. Here also his approach 
to the subject was highly characteristic. His point was that the 
subject should be approached with as much freedom as possible 
both from socialistic and from anti-socialistic bias. His own 
attitude was, of course, that of an old-fashioned Victorian 
individualist. “‘ We should expect,” he writes, “‘ to find private 
management is, on the average, somewhat more efficient and 
decidedly more economical than public management; and we 
should on a priori grounds expect to find that communities have 
gained nothing financially by their municipal trading enterprises.” 
But this did not settle the matter. ‘“‘ There is an increasing 
tendency for certain trades to become monopolies ; and with it an 
increasing necessity for municipal control.” ‘‘ The strongest 
argument in favour of Municipal Trade is that companies, looking 
mainly to profits, may, in the case of monopolies, ignore questions 
connected with public health, morals, order or convenience.” 
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“* Municipal Trade in moderation has a stimulating effect on local 
Authorities ; but, if extensively undertaken, it tends to lower their 
efficiency. And a large number of voters being in the pay of the 
State adds greatly to the probability of corruption.” Thus, 
again, as in Bimetallism, with complete freedom from prejudice or 
parti pris, in the light of plain common sense, he bridged the gulf 
between the dcoctrinaires. Several generations of students were 
brought up on this most British approach to a fundamental issue 
of government which was to bring wars and revolutions elsewhere ; 
and many thousands of examination candidates gained full marks 
for reproducing such sentences as those which are quoted above. 

In 1907 he gave four lectures at Harvard which were re- 
published as a much slighter volume, Municipal Ownership. But 
after that his mind moved away to the problems on the borderline 
between economics and his hereditary subject of heredity. “ The 
Racial Effects of Public Assistance,’ contributed to the Charity 
Organisation Review, “Some Birth-rate Problems,” in the 
Eugenics Review, and so forth, culminating in The Need for 
Eugenic Reform in 1926, led the way to what became the major 
interest of the last thirty years of his life. And here once again he 
combined that unsensational, conservative approach with the most 
alarming conclusions which was a part of his Darwinian endow- 
ment, proving that in one case at least heredity was not less strong 
than environment. 

Leonard Darwin’s life covered so vast an epoch of change in 
men’s ideas, his own attitude towards the problems of his age were 
so characteristic of the best and noblest intelligences of his time, 
and he grew up in the environment of a family of so immortal a 
renown, that the Editors of the Economic JouRNAL have believed 
that a very personal account of him by a niece (extracted from a 
larger version printed for private circulation) will be of interest to 
their readers, supplementing the above bare account of his 
contributions to economics, even though it travels rather far afield 


from the usual terrain of these pages. 
K. 





LEONARD DaRwIN was born at Down House, Downe, Kent, on 
January 15, 1850—the fourth son and eighth child of Charles and 
Emma Darwin. He was considered to be the wit and beauty of 
the family in his early days. In Emma Darwin, by his sister, 
Henrietta Litchfield, there is a charming photograph of him at the 
age of four: dressed in a tartan suit, said to have been made from 
his mother’s wedding-dress, he leans against her knee, frowning 
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moodily at the photographer. The round face certainly does not 
display any striking beauty, but his features were good and his 
dark blue eyes and soft gold hair must have been attractive. He 
was an engaging and amusing child, and it was he of whom the 
well-known story was told that he tried to bribe his father with 
sixpence to come out and play with him during work-hours. Inan 
article called ‘‘ Memories of Down House ”’ which appeared in the 
Nineteenth Century in July 1929, he has given one reminiscence of 
his childhood at Down as follows : 

“In the field in front of the lawn . . . was a large holly tree, 
and one of my obscure memory-pictures is of climbing it in winter 
with my younger brother in our Sunday best, with effects on our 
black jackets which can only be fully realised by those who have 
had similar experiences. This necessitated an interview with my 
father, about which my memory becomes unaccountably dim. 
All I know is that it was rather awful—mentally, not physically— 
but only just sufficiently awful to wipe out for the rest of my life 
every desire to climb trees in my Sunday best. As a counterpart 
to this recollection I may add that some of my relatives, a good 
deal older than myself, have given me the impression that they 
had regarded us at the time as a decidedly spoilt group of children, 
though, in my opinion, the spoiling did not go beyond the limit of 
what was really for our benefit.”’ 

In the same article he refers to “all the happy years ”’ of his 
early life; they were only broken by an attack of scarlet fever at 
twelve of which he nearly died. This illness may have had 
momentous consequences if it prevented—as is possible—a 
meeting taking place between his father and the Abbé Mendel! 
Eighty years later a German wrote to him to say that he believed 
Mendel had been to Down in 1862: “I have told him that I am 
fairly certain that the interview never took place,”’ wrote Leonard. 
*“*T am the only person who can now fully realise what an event the 
appearance of a German Catholic priest at Down would then have 
been. There is also another reason in regard to which I oddly 
enough play the chief réle. At as nearly as possible [the time] 
when Mendel was in England, I was recovering from a long and 
very dangerous illness, and my mother was suffering from scarlet 
fever caught from me. If I prevented my father from meeting 
Mendel, do you not think that I even now ought to be hung, 
drawn and quartered? Moreover I think people now forget the 
prejudices of those days: the Catholic clergy are much more 
under the thumb of their superiors than are the protestants, and 
I only remember 3 clergy coming to Down House, 2 local parsons, 
and Kingsley. I do not believe Mendel would have thought it 
wise to get the reputation of having seen my father.” 
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His mother attached curiously little importance to education, 
and until he went away to school at the age of twelve or thirteen, 
nearly all the teaching he had came from a series of very inefficient 
governesses whom she engaged, rather from motives of pity than 
for their qualifications. William, the eldest son, had gone to 
Rugby : but the other four boys were all sent to Clapham Grammar 
School, partly because it offered a less narrowly classical type of 
education and partly because of its nearness to Down, enabling 
the boys occasionally to return home for week-ends. Leonard 
and his brothers invariably spoke of their time at Clapham with 
dislike : the other boys seem to have been rather dull and second- 
rate and they made few lasting friends. It was his home and the 
happy country life there that were of paramount importance to 
him, not his experiences at school. Once, in his old age, when a 
niece asked him some question as to his views on the bringing up of 
children, he answered with intense conviction that the only thing 
parents could really do for their children was to provide them with 
enduring affection. Again, recently, he deplored the sending 
of young children to America, on the grounds that no physical 
safety could compensate them for the harm done by the enforced 
separation from their parents. 

Family tradition has it that Leonard chose the Army as his 
profession because he thought himself the stupidest member of his 
family! But, long after, he told a niece that perhaps his real, 
though secret, reason had been to prove to himself that he was not 
a coward. Whatever his motives, this very disparaging attitude 
to himself was characteristic of him at any age. Once when 
grown-up he naively enquired of his father if one could hope to 
develop into a genius after the age of twenty. And in 1942 he 
wrote: “‘I believe I was really a rather stupid little boy, who 
merely pulled through by having fairly pleasant manners and was 
not at all aggressive. As an older boy, I was easily crammed for 
exams and consequently passed well. But the ‘ cram ’ fell out as 
quickly as it entered.” At eighteen and a half he passed second 
into Woolwich. His father wrote to his youngest son, Horace, at 
the time: “I must write to someone, else I shall burst with 
pleasure at Leonard’s success. . . . Is it not splendid? Who 
would ever have thought that poor dear Lenny would have got so 
magnificent a place? . . . By Jove, how well his perseverance 
and energy have been rewarded.”’. Years later, Leonard used to 
tell of himself that once at a committee the question arose as to 
how some post should be filled. Someone suggested that the 
choice should be made by examination, on which Leonard found 
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himself saying that he was “‘ not much of a believer in the value of 
examinations as a test : why, in one examination I came out top 
when Lord Kitchener was ploughed!’’ He and Kitchener had 
been at Woolwich together. In 1938 he wrote down the following 
reminiscences of him : 


“Kitchener entered Woolwich 6 months before me but failed in 
an exam, and passed out junior to me. I saw little of him 
consequently at Woolwich, and have only a vague recollection of 
a tall thin youth below the average physically. At Chatham it 
was somewhat the same as regards appearance, though he had 
improved. Certainly he developed late as regards body, and it 
may be the same as regards mind. But I think his was an 
illustration of what my great-grandfather said (? see Miss Seward) 
—‘ The world is ruled, not by intellect, but by will and energy.’ 
It was said that he was unpopular at Chatham. That was 
definitely untrue. But all of us thought we should be more likely 
than him to become the military heroes of the day.” 


It was an unfailing source of wonder to the next generation why 
their Uncle Leonard ever entered the Army, as no one less martial 
could have been imagined. However, he never saw any active 
service, and used to say that none of fhe work he did at the Staff 
College had any direct connexion with war—in fact the only 
alarming military emergency with which he was ever confronted 
was at Malta. Marching a detachment of men down a narrow 
lane with very high walls on either side, he found the passage 
blocked by an infuriated cow. After a moment of frantic 
indecision, he gave the ignominious command: ‘About turn. 
Quick march.” Yet, though apparently so unsuited to a military 
career, he never appeared to regret the twenty years he spent in 
the Royal Engineers; and, long years after, told a niece that the 
day he retired was one of the saddest in his life. After passing 
out second from Woolwich, he worked for three years at Chatham, 
when, in 1874, he was chosen by Captain Abney, Instructor in 
Chemistry and Photography at the School of Military Engineering, 
to accompany him on the expedition to New Zealand to observe 
the Transit of Venus. He went as photographer, having taken up 
the art with enthusiasm and success—one of the best photographs 
of his father was taken by him. 

After a year or so at Malta, in 1877 he returned to Chatham to 
succeed Captain Abney as instructor at the School of Military 
Engineering. 1882 was an important year for him. It saw his 
engagement and marriage to Elisabeth Fraser, sister of a fellow- 
officer, the death of his father, his success in the Staff College 
examination, in which he came first, and his second expedition to 
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see the Transit of Venus. The expedition this time was sent to 
Australia and established itself at Jimbour near Brisbane; but, 
like the first, it was a failure, as at the critical moment clouds 
covered the sun. ‘“ There are few people,” he wrote, “‘ who have 
been twice round the world to see a thing without seeing it.” 

During this tour he met an Italian astronomer who com- 
plained bitterly that he disliked Australia, and, on being asked 
why, said indignantly that he had been there three months and had 
never once been in love—a story Leonard enjoyed telling to a 
great-nephew sixty years later. 

Then followed two years at the Staff College at Camberley as 
Instructor in Chemistry. In 1885 he moved to London on his 
appointment to the War Office, where he worked in the Topo- 
graphical and Colonial sections of the Intelligence Department, 
once going to Paris about the delimitation of the West African 
colonies. His work was entirely concerned with Africa, and this 
probably accounts for his acquaintance with the late Sir George 
Taubman Goldie, who, he always maintained, was a very remark- 
able man and had never received nearly enough recognition as the 
real founder of Nigeria and the inspiration of the enlightened 
government policy pursued in that colony. 

In 1886 he made one more astronomical expedition, this time to 
the West Indies, to see the total eclipse of the sun. The place 
chosen was the island of Grenada, where Leonard was stationed 
with Dr. Schuster (afterwards Sir Arthur Schuster) at Prickly 
Point, six miles from St. George’s, the capital. On the great day 
“ Schuster had the odd whim of dressing himself up neatly for the 
event, and said he should like if possible to have appeared in dress 
clothes.’ This time luck was at last on the side of the expedition. 
The long report he made, which was published in the Philosophical 
Transactions of the Royal Society, gave an interesting account of 
his and Schuster’s pioneer efforts in “‘ photographing the corona 
and the solar prominences with a prismatic camera.”’ 

Soon after his return, he joined the Royal Geographical Society, 
and was elected to its Council in 1890, and Presidency in 1908. 
His presidency proved eventful, for it coincided with the dis- 
covery of the North Pole by Peary and the claim to have antici- 
pated him by Cook. Some polar authorities wanted him to 
telegraph the Society’s congratulations to Cook at once; but he 
felt doubtful and wisely refrained, holding that enquiry should be 
made by the country to which the rival explorers belonged. 

In 1896 he was President of the Geographical section of the 
British Association meeting at Liverpool; but in spite of this and 
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all his travels round the world, he characteristically wrote many 
years later to a niece: “‘ I have always been grossly ignorant of 
geography, but I managed to conceal that fact for the 18 years I 
was an officer of the [Royal Geographical] Society. That is what 
I am really proud of!” Two mountains were called after him, 
but he was not unduly elated by this fact. In 1941, writing to a 
niece who had enquired as to the origin of the name Port Darwin, 
he answered : 


“ Tf you look at the chart in your edition of the Voyage of the 
Beagle, you will see that she never could have been within a 
thousand miles of Port Darwin when my father was on board, so 
the name could not have been given then. My memory—not too 
clear—is that my father never heard how the name was given; 
but that he knew that an officer from the Beagle, I presume 
Stokes, had subsequently surveyed the northern coast of Australia, 
and he felt sure that he had then given it that name in memory of 
their voyage together. I do not think it strange that he never 
heard of this event at the time. When I was president of the 
R.G.S. two mountains were called after me. . .. [One] was 
[named] by Scott (?) in the Antarctic. He probably said: 
‘ Call it after the President of the R.G.S.’ and he did so and thought 
no more of the matter, having to name places every day. I don’t 
know if that Mount Darwin still appears or not. As to Port 
Darwin, when named it was a dreary desolate bay, with behind it 
the country since called the Never-Never land, an inhospitable 
region. Stokes might have felt that giving it the name of Darwin 
was no great compliment.” 


Having attained the rank of Major, and his five years’ appoint- 
ment in the War Office Intelligence being at an end, Leonard 
resigned his commission in 1890; in August he and his wife 
sailed for Japan, the doctor having recommended a long voyage 
for her health. He was much impressed by the Japanese love of 
beauty : “I do not think there is any people in the world with 
nearly so great a love of natural scenery,” he wrote, and in a letter 
home he makes the interesting comment that ‘“‘ a want of animal 
spirits is to my mind a strongly marked characteristic of the 
people compared with Europeans.” 

Soon after their return home, Leonard began his public career 
by standing for the L.C.C. at West Islington asa Mederate. ‘‘ The 
main contention of the Moderates is that the Council should devote 
its energies to the duties delegated to it by Parliament, and not go 
flying off into things which don’t concern it; and in this I very 
much sympathise.” He was elected; but does not appear to have 
served for more than two or three years on the Council. However, 
the experience in local government was useful to him when, ten 
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years later (1903), he published his book on Municipal Trade. 
Soon after getting on to the L.C.C. he decided to stand for Parlia- 
ment. By an odd coincidence the borough he represented for 
three years was Lichfield, the home of his great-grandfather, Dr. 
Erasmus Darwin. He was elected in 1892 by four votes only * 
there was a recount, but this only served slightly to increase his 
majority. He probably owed his seat to the unpopularity of the 
sitting member, Sir John Swinburne, and to the genius for 
canvassing which his wife developed. It surprised many people 
that one so elegant and fastidious, not apparently fond of the 
general run of her fellow-creatures and of a nervous temperament 
(she bicycled always with the brake on and her bell achieved a 
crescendo of rings at the mildest corner), should plunge into the 
rough and tumble of electioneering. She took to it with zest and 
skill, and seemed to enjoy hostile and tumultuous meetings. 
Some of her mots ran through the constituency. On one particu- 
larly stormy occasion she exclaimed: “I’m afraid of a cow, I 
confess, but I’m not afraid of a miner!’’ For Cannock Chase 
came into his constituency. 

The general election had been fought on the question of Home 
Rule, and feeling ran very high. When Leonard first went to 
Lichfield he was told by a gentleman that : ‘“‘ Such an unpleasant 
affair had occurred in the neighbourhood; it has been discovered 
that young Dyott (who came of a local well-known crusted Tory 
family) was a Gladstonian!”’ Leonard was a Liberal-Unionist. 
His mother—now eighty-two—was a passionate anti-Gladstonian, 
and followed Leonard’s short-lived political career with unabated 
ardour. When the Home Rule Bill was read for the second time 
in April ’93, he wrote to his mother: “‘ Gladstone certainly carried 
away his audience at times, but I felt so weary of his words and 
phrases without a shadow of argument in them that I left the 
House during the middle of his speech.” 

In the general election of the summer of ’95, Leonard stood 
again for Lichfield, and was defeated by about thirty votes. His 
opponent was an opulent Birmingham brewer called Fulford. He 
and his followers were alleged to have committed various mal- 
practices, and there was a petition. The election was declared 
null, and Leonard stood again. But he was once more defeated, 
this time with comparative ease, by the new candidate, Mr. 
Courtenay Warner ; and gave up any further attempt to get a seat. 
He had found his three years in Parliament a most interesting 
experience, and had particularly enjoyed the work in Committee. 
But he would never have made his mark as a politician—he looked 
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too much on politics “as the art of applying science to the 
problems of government,” as Sir Arthur Keith says—and was 
constitutionally too apt to see both sides of every question. Ina 
letter written earlier (in 1887) he describes his methods of preparing 
speeches: “I have been making up a few remarks and shouting 
them to an imaginary audience between the stations on the 
Underground, when I have the luck to get a carriage to myself. 
It is the next best thing to the seashore which I think is supposed 
to be the right thing for eloquence.”” When he was turned out of 
Parliament in 1895, Joseph Chamberlain wrote him a note “ with, 
I am certain, the kindest intentions. He said: ‘ We could have 
better spared a better man.’ This is the only occasion on which it 
can be suggested that I was being compared to Falstaff ! ”’ 

His experiences in Parliament had turned his attention still more 
strongly towards economic matters—already years before, on his 
voyage to New Zealand, he had read Mill’s Political Economy— 
and in Parliament he had spoken in the debate on Bimetallism. 
In 1897 he published his book on this subject. 

Meanwhile he had been taking up other public work. In 1892 
he joined the Council of Bedford College for Women. The College 
had had an earlier connexion with his family, for Erasmus Darwin, 
his father’s only brother, had taken a leading part in its 
foundation in 1849, and his maternal uncle, Hensleigh Wedgwood, 
had been another of the three original Trustees. Leonard 
worked for the College for the next thirty-three years, first as 
member of the Council, then as Treasurer, and finally for many 
years as Vice-Chairman and Chairman of Council, resigning only 
in 1925. He particularly enjoyed his connexion with Bedford 
College, largely because of his great admiration and liking for 
Miss Tuke (now Dame Margaret), who had become Principal 
in 1907. 

But it was not until he was sixty-one that he at last found what 
was to be his main work in life and that for which he will be 
remembered. The Eugenics Society had been founded by his 
cousin, Sir Francis Galton, in 1908. On Galton’s death in 1911, 
Leonard was persuaded—for he was too modest to think he could 
fill the position adequately—to succeed him as President. He had 
long been interested in this newly-named science, for even in his 
Sapper days he had made some investigations into human 
behaviour for Galton; but from now on, Eugenics became his 
chief preoccupation. For a long time he had sought to combine 
his interest in human affairs with science, and this the study of 
Eugenics enabled him to do at last. It was lucky that the direction 
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of a Society having so controversial a subject as its raison d’étre 
should have fallen into the hands of one so balanced and so sane. 
He saved it from becoming the prey of cranks or of politicians 
with axes to grind; in the words of the Editor of the Eugenics 
Review: ‘he formulated [its] policies and ideals and steered it 
safely through the main pitfalls that surrounded it in its early 
years.” His estimate of the apportionment of desirable qualities 
in different social classes may arouse criticism; but he always 
maintained that environment and heredity are of equal import- 
ance: social conditions should be improved as well as eugenic 
measures adopted. He was of too cautious a temperament to 
think that much could be achieved in a generation; but he lived to 
see people made aware of the urgency of the problems of human 
inheritance and the term Eugenics become familiar to the general 
public. In 1926 he published his book, which has become a 
standard work, on The Need for Eugenic Reform. This was 
followed by a smaller and more popular résumé called What is 
Eugenics ?, which, to his keen gratification, had a large sale and 
was translated into many languages. In addition to his work on 
the Council of the Eugenics Society, he attended many conferences 
both at home and abroad, in 1921 going to New York to speak at 
the Second International Eugenics Congress there. In 1941 he 
was amused and touched at receiving a letter from an unknown 
American admirer, inviting him to come over to the United States 
to be adopted for the duration of the war, as if he were some English 
child. 

It was no doubt “ to give practical effect to the positive aspect 
of eugenics ’’ that in 1914 he became Chairman of the Professional 
Classes War Relief Council, a post he filled till the end of the war; 
it gave him much work and anxiety, but he felt this was worth 
while. 

Another position he had—this time not of a philanthropic 
nature—was that of director of the India Rubber, Gutta Percha 
and Telegraph Works Company. He joined the board in 1896, 
and only resigned in 1921. For some considerable time he was 
not only a director but Chairman of the Board, and, as such, had to 
help steer the Company through some rather troubled times and 
face some uncomfortable general meetings. But the work 
interested him, and he enjoyed his connexion with the City. 

In 1898 his first wife died, childless, after a long illness. She 
had been a most devoted companion and had helped him greatly 
in his career. 

In 1900 he married again. His second wife, Mildred 
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Massingberd, was the eldest daughter of a first cousin. She 
was eighteen years younger than he: but in her tender care of 
him throughout the next forty years there was something pro- 


tective and maternal, in spite of the difference in age. It proved’ 


to be a most perfect marriage, but they had no children. Each 
acted as the foil of the other. No one enjoyed her idiosyncrasies 
more than he: it was delightful to see the expression of quiet 
amusement with which he would listen to her when she was ex- 
pounding some of her theories. She was much loved in the family. 

Soon after their marriage, they rented a plot of land, called 
Cripps’s Corner, from Leonard’s friend, Mr. Douglas Freshfield, the 
explorer, on the western outskirts of Ashdown Forest, and there 
they built themselves a house in a charming situation. To this 
house, by then grown to look as if it belonged to the country in 
which it stood, they finally retired in 1921. 

Living so isolated from the world, they had few neighbours, 
and as the years passed they lost some of these, so that for 
their contact with the outer world they became more and more 
dependent on visitors who came to stay in their hospitable 
house. In 1939, with the outbreak of war, two boys came to them 
as evacuees, and in 1940 part of the Battle of Britain was fought 
over their heads. But his last years were saddened not only by 
the war, but by the illnesses of his wife and her death in December 
1940. Nevertheless, after he was left alone, he built up a new life 
for himself, with unfailing courage, and even attained again to a 
certain measure of happiness. He had been rather deaf for 
some years, but his other faculties remained almost unimpaired, 
except that he became physically feeble towards the last. He 
died very peacefully from bronchial pneumonia on March 26, 1943, 
after an illness which had lasted less than three days. As he lay 
on what was so soon to be his death-bed, his one thought was to 
apologise for the trouble he was giving. ‘‘ What a lot of bother 
an illness does make! ”’ he said, and that was all. 

He was ninety-three. During the last few months he had been 
finding his age more of a burden, but he never lost his interest in 
things or in people, though he did not cling to life and was not 
afraid of dying. Two years before, not long after the death of his 
wife, he had written: “A slight acquaintance of mine—an old 
lady—has been killed by enemy action at Netley. Ifthe Germans 
will only do the thing thoroughly and quickly, I shall not mind. I 
think one character in the Mikado says : ‘I don’t want to be buried 
alive. It is such a stuffy death.’ These are my sentiments ! ” 
London. M. E. K. 
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ProFEssoR JOHN Hinton (1880-1943) 


THE full notices over the wireless and in the Press of Professor 
Hilton’s life and career make any repetition of this needless, and 
I will deal only with Hilton as I saw and knew him at Cambridge. 
The peculiar structure of Cambridge life, with its University and 
Colleges, its formal Boards and informal Committees in some- 
body’s rooms at tea-time, made Hilton’s Cambridge life a difficult 
one. For although coming as full Professor to the new Chair of 
Industrial Relations (in 1931), no college ever offered him a 
Fellowship, and therefore after three years of genuine effort to 
acclimatise himself to academic life, he wisely concentrated on 
his B.B.C. work, where he was not only outstandingly successful, 
but found also the human contacts so necessary to his ardent and 
affectionate nature. 

Properly introduced to Cambridge, Hilton would have over- 
come the nervousness which he came to feel in the presence of an 
undergraduate audience in the classroom. I remember vividly a 
paper by him (I think in 1932) at Keynes’s Discussion Society, 
in which in a hesitant tone he cast luminous doubt on certain 
letters by Lord Stamp and others in The Times which favoured a 
policy of wage reduction as an escape from industrial depression. 
It was just the tone which was suited to informal discussion. I 
examined with him two or three times. He took it very seriously. 
His questions were from our standpoint impossibly long—each one, 
in fact, a case question—but we ought to have seen more clearly 
what was in his mind. He was at war with our unrealities. I 
associate no important book with his name. He sent me from 
time to time broadcast reprints, which I only skimmed; for 
it is not unfair to say that an admirable broadcast often makes 
rather thin reading, at least for one in the same profession. 
What attracted me in Hilton was his personality. He radiated 
good fellowship: he was a loyal friend to the Marshall Library 
and the Marshall Society: yet his thoughts were in the main 
elsewhere. He projected himself, as no one else has yet done, 
into the hearts and minds of the common people. When talking 
to me he would speak of the way in which they were tricked by 
shady dealers, the foolish way in which they squandered millions 
on football pools, the decency of this employer, the sweating 
treatment in that shop. Such conversation made me wonder 
whether he would not do for Industrial Relations what he did for 
Combinations and Trusts in his brilliant study on Trade Organisa- 


tions and Combinations in the United Kingdom, which appeared 
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as an appendix to Cd 9236, Report of the Committee on Trusts 
(1919). 

In the middle 1930’s I was associated with him on the Com- 
mittee of Enquiry into Consumers’ Co-operation, of which he 
was Chairman, and saw that, while he was a good Chairman, he 
lacked the time and strength to contribute materially to the 
contents of its Report of 1938. Once again his main thoughts 
were elsewhere. 

I am told that after the notice of his death the letters of 
sympathy which reached his house were so numerous that they 
had to be conveyed in a series of mail-bags. Is there any other of 
us to whom that could conceivably happen? Surely not. Many 
years ago, as Secretary to Section F of the British Association 
for the Advancement of Science, I had for Sectional President 
Philip Wicksteed. I have often thought of Wicksteed and Hilton 
together, as men who, though interested in economics, were 
interested still more in art, literature and commonsense, to which 
by an over-riding humanity their economics was tied. 


Cambridge. C. R. Fay 





GERHART VON SCHULZE-GAEVERNITZ 
(July 25, 1864—July 10, 1943) 


GERHART VON SCHULZE-GAEVERNITZ, who passed away on 
July 10, 1943, in the solitude of his small Silesian estate, was no 
longer connected with the official or the visible Germany of 1933, 
but his lifework always had many links with the Anglo-Saxon 
world. 

He was born on July 25, 1864, at Breslau, as the son of Her- 
mann von Schulze-Gaevernitz, a professor of public law who 
lectured in Heidelberg from 1878, and who himself was the son 
of a professor of agronomy in Goethe’s Weimar. His grand- 
father on his mother’s side was Carl August Milde, a cotton- 
printer and cotton-spinner who had been an apprentice in 
Manchester, a disciple of Cobden’s universalistic liberalism, and 
who became president of the Prussian National Assembly of 
1848 and later Prussian Minister of Trade. Strong theological 
interests ran through both ancestral lines. 

Without pressing any theory of “hereditary genius,” it can 
be said that all these strands were woven into the pattern of 
Schulze-Gaevernitz’s life. First and foremost he has always 
been a professor in the pure and verbal sense of the word, 1.¢. 
“one who makes open profession of his sentiments or beliefs,” 
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and was a professing Christian as well. Moved by a strong 
sense of duty, he intended to become a civil servant of the new 
German State, but the fruits of his first scientific effort at once 
brought him into conflict with the demands of a still insufficiently 
democratised political system. The atmosphere in which he 
started was surcharged with political and social cross-currents 
of the highest significance. Under the influence of Lujo Brentano, 
who in his Arbeitergilden der Gegenwart (1871 and 1872) had 
described Trade Unionism as the labourers’ way to economic and 
political freedom, he set out for England to study the conditions 
twenty years later. He thus became a witness of faith of the 
crucial period which Sidney and Beatrice Webb have described 
as the transition from laisser-faire to socialist doctrines, a short 
revival of revolutionary Owenism, the integration of the un- 
employed and unskilled into the labour movement, resulting in 
the breaking up of the “ combination of friendly benefits with 
trade protection aims.’”’ He saw how John Burns handled the 
Dockers’ strike of 1889, he lived in East London in the spirit of 
Arnold Toynbee, he shared the discussions of the young Fabian 
Society. His thoughts and experiences were incorporated in his 
first great book Zum socialen Frieden. Eine Darstellung der 
social politischen Erziehung des englischen Volkes im 19. Jahrhundert, 
2 vols., Leipzig, 1890. This book resumes the conception of 
Adolf Held’s unfinished work, Zwei Buecher zur socialen Ge- 
schichte Englands, edited in 1881 after his untimely death by G. F. 
Knapp. Held had said in his preface: “‘ I am writing on England, © 
but as a German, for Germans.” Schulze-Gaevernitz, too, in a 
long line of distinguished continental students of English institu- 
tions, wrote as a young and ardent praeceptor Germaniae. Look- 
ing backward, this endeavour might seem futile, but it was there, 
and it was genuine. Schulze-Gaevernitz was rooted in the ideas 
of 1848, he shared the idealistic liberalism of his grandfathers and 
stood in marked opposition to his father’s admiration of Bismarck. 
Like Jacob Burckhardt and the younger Nietzsche, he looked 
with deep concern on the development of the new German Reich, 
its mixture of scientific materialism and boisterous nationalism, 
nor did he, trained in Kantian philosophy, approve of the Marxian 
brand of German socialism, which he regarded as utterly un- 
realistic. Many years before Max Weber, Tawney and Elie 
Halévy he stressed the importance of the nonconformist denomina- 
tions for the spirit of England’s new industrial democracy, and 
by incorporating into his book a great monograph on Carlyle’s 
social and political thought (which was later shaped into a sepa- 
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rate book, 1893), he tried to show the impact of different ideo- 
logical elements on labour’s philosophy.! 

To corroborate his thesis that the conditions of big industry 
were more favourable to the democratic technique of the collective 
bargaining of labour terms than the early phase of manufacture, 
he wrote as another outcome of his research in England, Der 
Groszbetrieb, ein wirtschaftlicher und socialer Fortschritt. Eine 
Studie auf dem Gebiete der Baumwollindustrie, Leipzig, 1892 
(English translation by O. 8S. Hall: The Cotton Trade in England 
and on the Continent, London, 1895). The book was very aptly 
dedicated to his grandfather, C. A. Milde, in whose house and 
factory at Breslau he had received as a schoolboy the first and 
rather mystifying impressions of modern industry. 

When the young man with advanced ideas had returned to 
his desk in a small Alsatian town and soon had to hear from the 
frowning Prussian superior the lasciate ogni speranza, he decided 
without hesitation for an academic career, which he started in 
1890 at Leipzic under Lujo Brentano. In 1896 he became 
Professor of Economics at Freiburg in Baden, and continued 
teaching to an ever-growing circle of pupils under the more 
liberal sky of Southern Germany up to 1926. As an emeritus 
he again lectured at the Hochschule fuer Politik at Berlin, and 
was a presiding member of the League of Nations’ Institute of 
Intellectual Co-operation. Of his many books and articles 
which are listed in a Bio-Bibliographie by Kurt Zielenziger, 
Berlin, 1926, only the following with a special bearing on England 
can be mentioned here: Britischer Imperialismus und Englischer 
Frethandel, Leipsic, 1906 (2nd ed., 1915); England und Deutsch- 
land, Berlin, 1908, and another attempt to analyze the spiritual 
foundations of the Anglo-Saxon Empire (‘‘ Weltherrschaft ’’), 
published from 1926 to 1931 (in Archiv fuer Socialwissenschaft 
und Socialpolitik, vols. 55—66).? 

1 The English translation by Clara Wicksteed, edited by Graham Wallas, 
under the title: Social Peace, London, 1893, is mainly confined to the economic 
chapters and does not convey an adequate impression of the author’s work in 
describing the philosophical and religious roots of the labour movement and of 
trade unionism. 

2 As a specimen of his style we give the following quotation from his Brit. 
Imperialismus (p. 333) on “ Kapitalistische Erschlaffung’’ and Elizabeth 
Eleanor Siddal, Rossetti’s ancilla domini: ‘‘ Auf den Hoehen des Rentnerstaates 
hat England die schwebenden Gaerten der Kunst errichtet. Unter ‘‘ Sesam und 
Lilien ’? wandelt das wunderbare Proletarierkind, das Vorbild aller Beatricen 
Rossettis—maerchenhaft, traumverloren, unmuetterlich. Die Sonne der Spaet- 
kultur flammte in goldenem Haar und verkuendete der Welt einen hochver- 


feinerten, mueden Schoenheitstypus, welcher mit dem Fruehreize des Quattro- 
cento nur oberflaechlich verwandt war.” 
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Schulze-Gaevernitz took an active part in the political life of 
Germany. He was a Left-wing member of the Reichstag, and 
later of the Weimar Nationalversammlung from 1912 to 1920, 
belonging to the Progressive People’s Party, and returned by a 
constituency of small-holders whose attachment to the soil he 
shared up to the very end of his life. During the war of 1914-18 
he worked for understanding in all possible fields; he was, like 
Max Weber, opposed to the unrestricted U-boat warfare and to 
annexations, and had, like Weber and Delbrueck, to suffer bitter 
persecution from the Vaterlandspartei and similar supernational- 
istic groups. But he never ceased ‘from Mental Fight,’ he 
travelled, after Versailles, to England and the United States to 
study the changed conditions and to look for new foundations on 
which to build for mutual help among the nations. 

His final word to England, to the world at large and to the 
brethren of the inner light, to whom he had belonged through the 
strength of his confessionally unfettered Christianity and by 
choice, is given in the Swarthmore Lecture of 1930 (Democracy and 
Religion : A Study in Quakerism, London, 1930). Once again he 
tried to conjure all the forces which go into the life of a real 
community, and the following sentence may not sound too 
strange to our ears : 


“There might come a day when the whole of the economic 
life will be controlled by mutual consent of labour and leader, 
brought together in a national council. The germs of such a 
central power—non-bureaucratic but businesslike—might be 
found in the work of Herbert Hoover as Secretary of Com- 
merce at Washington. The guild spirit of old days has to 
find its modern form and to be reconciled with leadership and 
discipline, inevitable where big industry and modern tech- 
nology prevail.” 

E. RosENBAUM 





JAHANGIR COOVERJEE COYAJEE 


In the September issue of the JourRNAL the death was an- 
nounced of Sir Jahangir Cooverjee Coyajee, who had been for many 
years the Indian correspondent of the Royal Economic Society. 
His name has been so closely identified with the progress of eco- 
nomic studies in India during the last quarter of a century that a 
longer notice of his work as an economist may be appropriate 
for insertion in this JouRNAL. 

Jahangir Cooverjee Coyajee was born on September 11, 1875, 
at Rajkot, Kathiawar, in the Presidency of Bombay, and received 
his early education in the local school. As a Parsee he was 
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brought up in the tenets and traditions of that ancient community, 
and acquired an intimate knowledge of old Iranian and Middle 
Persian languages and literature. Later he joined Elphinstone 
College in Bombay, where he distinguished himself at the degree 
examinations. This was followed by several years of teaching 
experience in the colleges of Bombay and at Junagadh in 
Kathiawar. Curiously enough, that experience was limited to 
the teaching of history and Persian, and was not concerned with 
economics, a subject which later on he made his own. At the 
comparatively advanced age of thirty-two, Coyajee secured a 
Tata scholarship for further education in England, and joined 
Gonville and Caius College in Cambridge, where Sir Walter 
Layton was then lecturer and director of studies. As an ad- 
vanced student Coyajee passed the second part of the Economics 
Tripos in 1910. His work and his character received the appro- 
bation of all the well-known economics teachers at Cambridge. 
Professor Marshall made the prophetic statement that ‘‘ Coyajee 
will add one more to the now not inconsiderable number of natives 
of India who may claim to rank with the ablest and most thorough 
students of economics in any country.”’ These and other similar 
commendations persuaded the Secretary of State for India to 
nominate him for a newly instituted professorship in political 
economy at the Presidency College in Calcutta, the premier 
institution in Bengal. 

Coyajee remained at the Presidency College for over twenty 
years, retiring in 1931, after having acted for a short period as 
the head of his College. For some time afterwards he was 
head of the Department of History, Economics and Politics at 
the newly established Andhra University, in the north of the 
Presidency of Madras. 

His Cambridge teachers had expressed the hope that Coyajee, 
with his sound knowledge of the theory of economics and un- 
usually wide range of information, would produce in due time a 
satisfactory economic history of India, the need of which has 
been keenly felt for many years. But Coyajee found that all his 
time and energy had to be devoted to the organisation of the 
teaching of economics at the Calcutta College, and he achieved 
this object with remarkable success. He was an excellent teacher; 
his intense interest in his pupils enabled him gradually to build 
up a thoroughly sound and practical school of economists in 
Bengal. Coyajee was equally successful in establishing the 
new departments of economics and politics at the Andhra 
University. These duties left him little leisure for any important 
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or extensive work in formulating a comprehensive history of 
Indian economics. 

Perhaps his most notable work, apart from that of a teacher, 
was as a member of two very important Indian committees 
dealing with economic questions. As a result of the Montagu— 
Chelmsford reforms, the Indian Government was granted substan- 
tial freedom in regulating its fiscal system independently of any 
guidance or instruction from Great Britain. The Government of 
India almost immediately appointed an authoritative committee 
to consider the Indian fiscal problem, and Coyajee was nominated 
a memper of the committee. The report of this committee laid 
the foundation of the policy of discriminating protection which 
was accepted by the Indian Government and Legislature and is 
still in force in that country. 

Later on, the confusion that had arisen in matters relating to 
Indian currency during the post-war years led to the appointment 
of a Royal Commission under Lord Kennet to investigate this 
subject and to make recommendations. Coyajee was again 
chosen to be a member. The views and opinions of the Royal 
Commission were substantially accepted by the Indian Govern- 
ment. It was a very great advantage to the Fiscal Committee 
and to the Currency Commission to have among their members 
a man like Coyajee, with a sound and extensive knowledge of 
economic theories and of their practical application in various 
countries. 

Coyajee held what might be described as orthodox views, tem- 
pered by sound knowledge of Indian conditions and an earnest 
desire to secure the economic development of India on proper 
lines. In order to explain and popularise the recommendations 
of these two committees, Coyajee delivered a course of lectures 
at the Patna University, which he afterwards published in 1924 
under the title of The Indian Fiscal Problem, and another course 
of lectures in the Madras University, which also were published in 
1926 under the title Indian Currency System 1835-1926. When 
he was at the Andhra University, Coyajee published a booklet 
entitled The World Economic Depression—A Plea for Co-operation. 
The main thesis of this little book was the remedial potentialities 
of co-operation in its various forms, during the economic de- 
pression that was then troubling the world. 

The Indian Government utilised the services of Coyajee as 
one of their representatives in three successive years (1930- 
32), at the Assembly of the League of Nations at Geneva. With 
the knowledge of practical affairs which Coyajee had acquired 











456 THE ECONOMIC JOURNAL [DEc. 1943 


when serving on the Commissions mentioned above, he easily 
made his mark in the Committees of the League Assemblies. 
For a few months in 1930 Coyajee also served as a nominated 
member of the Upper House in the Indian Legislature. 

After his retirement from employment by the Andhra Uni- 
versity, Coyajee returned to his old love for Iranian studies, and 
discharged for a while the duties of a lecturer at the Cama Oriental 
Research Institute in Bombay. He had already published 
erudite articles on various legends embedded in Firdausi’s Shah- 
nameh, the well-known Persian epic. He now published two 
very interesting works, namely The Cults and Legends of Ancient 
Iran and China, and Studies in Shahnameh. 

In private life Coyajee was a pleasant companion, a staunch 
friend, and a sincere patriot. He was knighted in 1928, married 
late in life, and lost his wife some years before he himself passed 


away. 
ATUL CHATTERJEE 


London. 
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time read to various learned societies. It deals mainly with South African 
conditions and contains valuable detailed information about such conditions. } 


The British Way. No.6. Our Language, by J. M. Clark. No. 7. 
Science and the Future, by A. E. Trueman. No. 8. The British Way 
in Local Rule, by G. Hunter. Glasgow: Craig and Wilson, 1943. 
8”. Pp. 63. Is. 


[This series, edited from the University of Glasgow, is very well worth reading. 
Dr. Clark writes of the English language in all its aspects, its history and evolution 
into a literary language, its economy of structure and grammar, its influence on 
our life and thought, its spelling and pronunciation, and proposals for reforming 
it from simplified spelling to Basic English. Prof. Trueman writes of the place 
of science in society, both as an education and as contributing to life and economic 
advancement. He is anxious that science should be non-utilitarian as well as 
utilitarian. But why must he, like so many, plead that ultimately the apparently 
non-utilitarian is the most utilitarian? Is it now irreverent in a Marxian age to 
pursue knowledge merely for the sake of knowledge? Mr. Hunter describes the 
historical evolution of British local government and goes on to show us the 
Council in action, and its wide variety of functions and responsibilities in the 
present generation. In his zeal for local responsibility, he concerns himself 
perhaps too little with what has worried many of us: the inequality of personal 
competence of those who can devote themselves to local affairs—high in some 
districts, very inferior in others—and the similar inequality of the officials under 
present conditions of tenure and recruitment.] 


Brown (A. J.). Industrialisation and Trade. The changing 
world pattern and the position of Britain. London: Royal Institute 
of International Affairs, 1943. 84’. Pp. 71. 2s. 


[In this very interesting pamphlet Mr. Brown sets out to consider the probable 
effects on international trade of the increasing development and industrialization 
of the countries which in the past have been the principal producers and importers 
of consumption goods. He starts from the theory of comparative costs, and shows 
how the general underlying principles are applicable to any community, living 
under any type of economic system. He emphasises that the principles are not 
seriously modified by the existence of unemployment, which is ordinarily to be 
cured by other means than increasing the favourable balance. He does not, 
perhaps, sufficiently emphasise that the distribution of imports and exports 
according to comparative advantage will only be achieved if the exchange policy 
or the wage and cost structure of the country is properly adapted to it. From 
comparativ e costs, he goes on to natural resources and the capital per head needed 
in various types of industries. This brings him to the demand for imports of capital 
goods by countries during the process of industrialization, and the extent to which 
@ given initial value of capital equipment and a subsequent replacement of it 
can displace imports. The broad conclusions are that as the result of industrialisa- 
tion, the types of exports demanded of a manufacturing country, such as Great 
Britain, will change very greatly and rapidly; that purely consumption goods 
will be increasingly replaced by capital goods; that, unless the level of real 
incomes increases very rapidly indeed, British export trade i is likely, ceteris paribus, 
to decline. This can be averted only by increased technical efficiency and greater 
freedom of trade. ] 
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BurnuaM (T.H.). Iron and Steel in Britain, 1870-1930. London : 
Allen and Unwin, 1943. 8’. Pp. 352. 25s. 
[To be reviewed. ] 


CLeMENTIs (V.). The Czechoslovak Magyar Relationship. The 
Central European Observer (Printed by Unwin Bros., London), 1943. 
7. 3p. 39: 

[This is an anti-Magyar tract published under-the auspices of the Department 
of Information of the Ministry of Foreign Affairs of the Czechoslovak Republic. 
Though the author has not one good word to say for the treatment of the other 
races in the old Hungary by the Magyars, he is careful to say that his quarrel is 
with the Magyar ruling class and not with the people. The book was first pub- 
lished in Slovak in the spring of this year. ] 


Cote (G. D. H.). John Burns. London: Victor Gollancz and 
Fabian Society, 1943. 8}. Pp. 36. Is. 

[Mr. Cole has written a most interesting short biography of this curious 
enigmatic personality. In the days of Black Monday and the London Dock 
strike Burns was an outstanding leader. But he surprisingly failed to take his 
natural place in the T.U.C. He quarrelled with his Labour colleagues when 
he was returned to Parliament. He quarrelled with Hyndman and the socialist 
intellectuals generally. As a Minister, he allowed himself to be led by the nose 
by his Department in opposition to almost everything for which he had stood in 
Poor Lawreform. Mr. Cole does not succeed in reconciling all these inconsistencies. 
Burns was a very personal character and until more is published we cannot 
hope to understand all the personal issues involved. But Mr. Cole shows him 
as a curious mixture of honesty, frugality and vanity, who by some odd chance 
had his day and then lost it.] 

Conway (E. S.). Post-War Employment. London: Jonathan 
Cape, 1943. 8}. Pp. 143. 8s. 6d. 

[To be reviewed. ] 


Dowsett (W. T.). Social Services in Wartime and in the Post- 
War Period. Hobart: Tasmania University, 1942. 84’. Pp. 16. 

[This is a reprint of the Pitt-Cobbett Lecture, 1942. It is concerned with the 
broad problems of Social Security in relation to general economic policy, and is 
by no means confined to Tasmanian or Australian problems. ] 

The Economist, 1843-1943. A Centenary Volume. London: 
Oxford University Press, 1943. 7}’’. Pp. 178. 7s. 6d. 


[Reviewed in this issue. ] 


Foster (H. W.) and Bacon (E. V.). Wealth for Welfare. 
London: Macmillan, 1943. 84’. Pp. xiv +174. 12s. 6d. 
[To be reviewed. | 


Gapew (D. R.). Regulation of Wages and Other Problems of 
Industrial Labour in India. Poona: Gokhale Institute of Politics 
and Economics, 1943. 10}. Pp. 93. 10s. 

[These are six lectures delivered by the author as Banaili Reader at Patna 
University. They deal with wage levels in theory and practice; wages and 
employment; regulation of wages; rationalisation; industrial relations; the 
standard of living.] 

Gaver (D. R.) and Sovani (N. V.). War and Indian Economic 
Policy. Poona: Gokhale Institute of Politics and Economics, 1943. 
7h’. Pp. 132. 10s. 

[This is a most useful short study of the factors causing inflation in India, and 
of the means that have been used to control it.] 

GLADDEN (E. N.). Civil Service Staff Relationships. London : 
William Hodge, 1943. 9}. Pp. xi + 184. 12s. 6d. 

{[Dr. Gladden has made a very close and detailed study of the working 
of Whitleyism in the Civil Service. On the whole his conclusion is that it has been 
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worked well and sympathetically, though it had its difficulties in the early days. 
More and more the future of economic policy is tied up with the problems of 
administration, and the securing of an efficient and vigorous bureaucracy. The 
human relations inside the bureaucracy itself are becoming increasingly im- 
portant. Dr. Gladden argues that the ordinary Civil Servant, even of the lower 
grades, should participate as far as possible in the tasks of administration. 
By this, it must be assumed, he means principally the making of the pattern and 
framework of the administrative system in which the work of government is to 
be carried on. Sir Horace Wilson, in a very valuable foreword, indicates some 
of the difficulties, and reminds readers of the many stages through which ideas 
develop into policy, and policy into an administrative scheme, but with the 
experience of nine years chairmanship of the Ministry of Labour Departmental 
Whitley Council, he suggests ways in which this objective can be achieved in 
practice. } 


Harrisson (T.) (Ed.). War Factory. A report by Mass- 
Observation. London: Victor Gollancz, Ltd., 1943. 7”. Pp. 127. 
4s. 6d. 

[This is a very interesting and lively survey of a war factory built in the garden 
of a manor house near a small country town, which expanded far beyond its 
intended size, absorbed large numbers of immigrants from other parts of the 
country, worked abnormally long hours under great pressure of demand, and 
encountered increasing difficulties or fatigue, iack of concentration and break- 
down of morale in minor ways. The very enterprising manager called in Mass- 
Observation to diagnose his troubles, and an un-named Cambridge woman 
graduate became (quite incognito) an ordinary working member of the factory 
and recorded her impressions. Her comments on the very various attitudes and 
philosophies of the different departments are fascinating. The machine shop, 
where most of the trouble was arising, was definitely lower-class, despised by the 
rest of the factory, and regarded, with some justification, as rough and rude. 
The work was monotonous and individual, and produced an atmosphere of 
irresponsibility. Assembly was more genteel and more collaborative, but the 
machine-shop girls, when transferred, felt they had in some sense lost their free- 
dom. Over-work and exhaustion meant frivolous complaints about the canteen 
food (which on the whole was excellent), about billets and the natives (which 
varied) and the hostel (which was, despite a dragon of a manageress, a miracle of 
comfort). It is difficult not to feel that the report under-emphasises the effects of 
over-long hours. The break-down of patriotism as an incentive and the very great 
dependence on the personal leadership of the higher management was surely a 
consequence, more than anything else, of an unreal world in which leisure was 
virtually non-existent, in which there was no attempt at wage incentive, and no 
opportunity, save for a few hours’ mad and irresponsible shopping or dances at the 
cost of necessary sleep, to spend earnings that were almost too easily acquired. 
There is, obviously, a danger of ——- from such an experience. One 
firm, at least, gets very markedly higher output from precisely the same process 
on direct war work as against ordinary civil goods. It is far from clear that a 
re-organisation of methods of payment and of hours might not have worked a 
miracle with this firm. This is a book which ought to be widely read.]} 


Hvuxuey (J.) and Others. When Hostilities Cease. Papers on 
relief and reconstruction prepared for the Fabian Society. London : 
Victor Gollancz, Ltd., 1943. 7”. Pp. 124. 4s. 6d. 

[This book is based on papers addressed to a conference as the first steps in the 
relief and rehabilitation of Europe, held at Oxford in December, 1942, by the 
International Bureau of the Fabian Society. After an introduction by Leonard 
Woolf, there follow papers: by Dr. Julian Huxley on Relief and Reconstruction ; 
by Prof. Laski on The Machinery of International Relief; by W. Arnold-Forster on 
International Controls; by Prof. J.:Marrack.on Food for Starving Europe; by 
Aleck Bourne on Post-War Medical Relief in Europe; by John Hammond on 
Relief Measures for Agriculture; and by K. G. Brooks on The Re-establishment of 
Displaced Peoples. | we 


Katpor (N.) and Others. . Planning for Abundance. London : 
National Peace Council, 1943. 8”. Pp. 44. Is. 


[These five papers were read at the Peace Aims Conference of the National 
Peace Council held at Oxford in July, 1943. Mrs. Robinson, speaking on Abolishing 
Unnecessary Poverty, argued that some unemployment is not only inevitable, but 
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even necessary under private enterprise capitalism, if wages and prices are not 
to rise dangerously and industrial discipline break down. She saw a necessity for 
planning and control, not only to secure full employment through a steady 
volume of investment, but also to make full employment consistent with stable 
prices. Mr. Schumacher, on “ Full Employment’’—the International Implications — 
discussed the international division of labour, the dangers of beggar-my-neighbour 
policies, and comparative possibilities of bilateral and multi-lateral trade. This 
led him inevitably to the Keynes and White Plans and other possibilities of 
regulating both clearing and lending. Mr. Kaldor spoke on the Economic Con- 
sequences of the Beveridge Plan, following much the same line of argument that he 
developed in the April Economic Journat. Mr. A. A. Evans discussed the 
Problem of Differing Living Standards and pleaded that Britain’s advantage as 
well as duty lies in raising the standards of the countries that buy from her. 
Mr. Lamartine Yates discussed International Food Policy with special reference 
to the Hot Springs Conference, and the proposals for an International Food 
Office. | 


KENDALL (M. G). The Advanced Theory of Statistics. Vol. I. 
London : Charles Griffin, 1943. 10”. Pp. viii + 457. 42s. 
[To be reviewed. ] 


Kvuczynski (J.). A Short History of Labour Conditions in the 
United States of America, 1789 to the Present Day. London: Freder- 
ick Muller, 1943. 7”. Pp. 228. 10s. 6d. 

[To be reviewed. ] 

Luxe: (StrR Harry). The British Pacific Islands. London: 
Oxford University Press, 1943. 7”. Pp. 32. 6d. 


{An instructive little pamphlet on the smaller islands in the Pacific under 
British jurisdiction. The author was, from 1938 to 1942, Governor of Fiji and 
High Commissioner for the Western Pacific.] 


Memorandum on the Designs of Dwellings. London: Society 
of Women Housing Managers (Incorporated) (13 Suffolk St., Pall 
Mall, S.W.1), 1943. 8”. Pp. 52. 

[The Society of Women Housing Managers has prepared for the Ministry of 
Health this memorandum based on a sample investigation of the view of tenants 
on a number of housing estates. It is quite impossible to summarise all the 
results, which are most instructive, in a brief notice; the pamphlet itself deserves 
the careful attention of all who are engaged in the planning of the future housing 
schemes. Though there appeared great variation in the wants of families even 
of statistically similar composition, some general preferences were discernible. 
Apart from those living in central London, only some 3% wanted to live in flats, 
even when presented with the practical alternatives of a modern flat in the 
middle of the town and a house on the outskirts. In central London itself only 
21°, wanted flats and 37°, would have prepared to move to a house on the 
outskirts. Space, fresh air and greenery were very generally demanded; there 
is a widespread but not universal desire for gardens. Both estates and blocks 
of flats can be too large; a unit of 200 houses or 120 flats is as large as can give 
a sense of community; a number of units may, however, be combined for certain 
general services. The demand is in genera! for larger rooms, for sculleries large 
enough to be used to eat in, for a parlour to enable generations and individuals to 
obtain a little privacy from each other, for a spare bedroom in case of visitors or 
illness, for more cupboard space, and better larders. For both heating and 
cooking electricity was favoured, except in the living room where a coal fire was 
overwhelmingly preferred. Communal hot water schemes encountered scepticism 
rather than dislike; in the one case where tenants had efiective experience they 
were almost universally approved. The tenants were asked to state their prefer- 
ences apart from considerations of the probable effects on their rents, so as to 
elicit the underlying demands for improvements. New housing, which may last 
a hundred years, ought to be built in relation to the needs of a generation ahead, 
rather than on a conservative estimate of current effective demand. It is by no 
means certain that the tenants, if now offered all these improvements at the 
economic rental they would involve, would chose to pay for them out of their 
present incomes. It is for this reason that, unless a very large proportion of 
our housing is always to be obsclete, it is right and proper to subsidise new 
housing. ] : 
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Nevitt (J. C.). Harriet Martineau. London: Frederick Muller, 
1943. 7”. Pp. 127. ‘5s. 
[To be reviewed.] 


Nuffield College Social Reconstruction Survey. Britain’s Town 
and Country Pattern. London: Faber and Faber, 1943. 8}. 
Pp. 11l. 2s. 6d. 


[This is a summary of the Barlow, Scott and Uthwatt Reports prepared by 
the Nuffield College Social Reconstruction Survey.] 


Ore (Sir Joun B.). Target for Tomorrow, No. 3. Food and the 
People. London: Pilot Press, 1943. 94’. Pp. 56. 3s. 6d. 

[This is the second volume actually to appear in the series of Targets for 
Tomorrow, edited by Charles Madge. Sir John Orr has succeeded in producing 
a most vivid and lively account of the past, present and, let us hope, the future 
of nutrition, With profuse illustrations and diagrams he first shows the truly 
shocking state of nutrition before the war, a situation so bad that a war-time 
siege diet, properly organised, has diminished disease, increased the heights 
and weights of school-children and diminished malnutrition generally. He 
describes the various proposals for the future, even including thé Hot Springs 
Conference. He recognises the immense political difficulties of implementation, 
‘* A world food policy on Hot Springs lines could not work without State and 
inter-State guidance and control. Pre-war experience showed that a laisser- 
faire system failed, even in highly developed countries, to secure an adequate 
diet for all the people, after more than one hundred years of industrialism.”’ 
He ends with a series of targets : a target for health, with improved size and expecta- 
tion of life; a target for agriculture, involving increase of something like 65% in 
production; a target for industry, to provide equipment and added exports; 
a target for trade, to provide an increase of a third to a half in imports of food; 
a target for international co-operation to raise other standards besides our own; 
finally a target for organisation, if all this is to be smoothly operated.] 


Ravp (V.). The Baltic States as a British Market in the Past 
and Future. London: Women’s Printing Society Ltd., 1943. 84’. 
Pp. 31. 

[A very useful little pamphlet designed to assist those who will have the 
responsibility of planning the direction of British post-war trade. After giving 
details of the pre-war foreign trade of the Baltic States—Estonia, Latvia and 
Lithuania—Dr. Raud goes on to consider what will be their requirements after 
the war is over, giving special consideration to the needs of transport and agricul- 
ture. ] 


Ricu (E. E.). The Publications of the Hudson’s Bay Record 
Society. Minutes of the Hudson’s Bay Company, 1671-1674. London: 
Hudson’s Bay Record Society, 1942. 94’. Pp. lxviii + 276. 

[To be reviewed.] 


Rosson (W. A.). Planning and Performance. London: Dent, 
1943. 8%’. Pp. 31. 6d. 

[Dr. Robson is mainly concerned with the machinery for town and country 
planning that has been created by the Government, and the proposals for its 
improvement by the Barlow, Scott and Uthwatt Committees.] 


Stark (W.). The Ideal Foundations of Economic Thought. 
London: Kegan Paul, 1943. 9’. Pp. viii + 219. 15s. 
[To be reviewed. ] 


Stock (G. H.). A Reply to the Keynes Plan and the Morgenthau 
Plan; An Alternative ‘‘ Volens” System. London: Headley Bros., 
1943. 84’. Pp. 28. Ils. 


[This sets out to provide an alternative to the Keynes and Morgenthau plans. 
The ‘‘ Volens ’’ plan is apparently that each associated country should maintain 
@ sacrosanct internal price level; each would agree and maintain a rate of ex- 
change into ‘‘ Volens ’’ so that “‘ all currencies would equal ‘ Volens ’ and ‘ Volens ’ 
equal all currencies in exchange.’’ ‘‘ Each country would be absolutely free to 
No. 212.—Vo.. Lim. HH 
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control its own national money, so that it remains independent.’’ ‘‘ The State 
would decide what class of imports it required and act accordingly. . . . The 
mechanism would be for foreign exporters to Britain to receive ‘ Volens ’— 
which would entitle him to purchase British goods for import, within a limited 
time the British manufacturer would exc his ‘ Volens’ for national 
money at the fixed rate. ‘ Volens’ not used within the time limit would lapse.’’ 
Is there not a conflict here between national freedom of control and fixity of 
exchange rates? Does it not beg all the questions of how fixity is to be maintained, 
and how far fixity is compatible with quick and easy adjustment to maintain 
full employment in the face of technical change ?] 


WoopuHeaD (E. W.) (Ed.). Education Handbook. Norwich: 


Jarrold & Sons, 1943. 7”. Pp. 120. 5s. 

[It was a first-rate idea to bring together in one small book the problems of 
modern education as seen by some if its most successful exponents. The con- 
tributors include E. W. Woodhead, Director of Education at Norwich, Dr. F. H. 
Spencer, late Chief Inspector of Schools to the L.C. C., the Warden of all Souls, 
Miss Newton of the Whitwood Mere Nursery School, Miss Fletcher of Bingley 
Training College, Henry Morris, the Cambridgeshire Secretary of Education, 
M. V.C. J effreys, Professor of Education at Durham, S. R. Gibson, Headmaster of 
the Bec School in London, H. Lowery, Principal of the S.W. Essex Technical 
College, H. M. Spink, Director of Education in Northumberland, and E. G. Savage, 
Education Officer of the L.C.C. These have all written on different types of 
schools with which they are familiar and of the steps necessary to improve them. 
Others, including D. Jordan and C. G. Stillman, write on such wider problems as 
Ability and Opportunity, and Changes in School Architecture. Altogether a 
readable and useful little book.] 


Woorron (BarBaRA). Full Employment. London: Fabian 
Society and Victor Gollancz, 1943. 84". Pp.27. 6d. 

{It has become almost incumbent on all economists not employed in the 
Civil Service to issue a Confessio Fidei regarding full employment. Mrs. 
Wootton’s is naturally of more than ordinary interest. She approaches the 
problem by asking why we have full employment in war and high unemployment 
in peace. The answer, she suggests, is two-fold. First, in war there is no 
nonsense about annual balancing of budgets; second, in war the distribution of 
products, at least in the munitions sector, is without charge and not limited by 
money demand. In each case she stresses the dangers as well as the virtues of 
such a procedure. Unbalanced budgets at the wrong time may be dangerously 
inflationary. Free distribution may lead to waste. But in a desire to avoid 
inflation and waste of finished products have we not been led into deflation and 
waste of unused resources? On what then shall the Government spend? In 
the case of a nation the distinction between capital and consumption is less clear. 
She would build houses, and move progressively towards a minimum food standard 
with subsidised or even free food he does not believe that compulsion is a 
necessary condition of full employment ; but she does believe that there must be 
@ wage policy which does not wholly depend on relative success in negotiations 
and in bluffing, if we are to secure a satisfactory distribution of the working 
population without direction, and if we are to avoid the possible inflationary 
effects of a very high level of employment. ] 


World Trade after the War. Manchester: Federation of Master 
Cotton Spinners’ Association, Ltd., 1943. 8. Pp. 36. 

[This is in the main a summary and discussion of the Keynes and White 
Plans. } 


World Trade Alliance. London: World Trade Alliance Association, 
1943. 8”. Pp. 12. 


[This is a summary of a scheme for facilitating international trade by inter- 
national agreement and regulations, more or less on the policies of the recent 
Wheat Agreement. ] 


Yates (P. LaMartTInE). Commodity Control. London: Jona- 
than Cape, 1943. 8}. Pp. 248. 15s. 
[To be reviewed. ] 
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American. 


Backman (J.). The Price Control and Subsidy Program in 
Canada. Washington, D.C.: Brookings Institution, 1943. 8’. 
Pp. 68. 50 cents. 


[Canadian methods of price-control during the war have been of exceptional 
interest. Late in 1941, the Canadian Government imposed a general price ceiling 
on almost all prices and wages. Certain costs, nevertheless, continued to rise, 
and there was increasing pressure on the ceiling, which has been neutralised by 
supplementary controls. Subsidies have become an increasingly important 
element in the defence against rising prices. This pamphlet emphasises that the 
technique employed must be seen in its complete setting—that heavy taxation, 
voluntary and compulsory saving, allocation and rationing, control over man- 
power, and consumer credit controls have all played an essential part, and that with- 
out a comprehensive and effective anti-inflationary policy, price fixing would have 
been wholly ineffective. Canadian experience is thus interesting in confirming 
British experience that inflation must be attacked by every device simultaneously 
from every direction, and not by selecting one or two lines of attack. Some of the 
most interesting sections of this study are concerned with the administrative 
problems. In particular it is emphasised that all aspects of control over a given 
product are best handled by one agency, and not by a number with different 
functional responsibilities. ] 

Battey (T. A.). America’s Foreign Policies: past and present. 
New York: Foreign Policy Association, 1943. 7}. Pp. 96. 25 cents. 

[This is a brilliant compression of the history of American foreign policy from 
1776 to the present day. It should certainly be read by all who are concerned 
with the American part in the post-war world. Professor Bailey, after a survey 
of the history, denies the often repeated gibe that the foreign policy of the U.S. 
is to have no foreign policy. There has been a broadly consistent policy of 
abstention from political and military entanglements in Europe, of intervention 
to protect the life-line in Latin America and the Canal Zone, of co-operation 
with other powers to uphold the open door in the Far East. But isolationism, 
interpreted as a belief in the power of the U.S. to insulate itself from the rest of 
the world, he regards as wholly unrealistic. There have been nine general wars, 
and the U.S. has been involved nine times. ‘‘ Elemental common sense points 
to the desirability of active co-operation with the other nations of the world in 
establishing machinery for maintaining peace.’’] 


Berry (T. S8.). Western Prices before 1861. A study of the 
Cincinnati market. Cambridge, Mass.: Harvard University Press 
(Oxford University Press), 1943. 83”. Pp. xxi + 645. $5-00. 

[To be reviewed. ] s 

Cost Behaviour and Price Policy. New York: National Bureau 
of Economic Research, 1943. 9’. Pp. xix + 356. $3-00. 

[To be reviewed. ] 


Davis (J. 8.). Wartime Food Management. Los Angeles Cham- 
ber of Commerce, 1943. 9’’. Pp. 46. 

[This pamphlet is mainly concerned with the so-called ‘‘ Food Crisis ’’ invented 
by Louis Blomfield. Dr. Davis, with all the authority that belongs to the Director 
of the Stanford Food Research Institute, says that he is convinced that, for the 
U.S. at least, ‘‘ of over-all food Shortage, we have had no experience, and of it 
there is no prospect whatsoever.’ But there are bound to be individual shortages. 
The U.S. ‘* must face the grim fact that eating as usual, like business{as usual, is 
out for the duration.’’ The main war-time problem for the U.S. ip equitable 
distribution of the more attractive foods, and persuading the public that justice 
and not ignorance, ineptitude and partisanship are the bases of the distribution.] 


Heaney (N.S.). Public Trusteeship. Baltimore : Johns Hopkins 
Press, 1942. 9’. Pp. 130 + xiv. 

[This monograph describes for the benefit of U.S. readers the endiatenis 
of the system of Public Trusteeship in New Zealand and the United Kingdom. 
The widespread development inside the British Empire is indicated in the first 
chapter. In India legislation was as early as 1843; the New Zealand Act was 
passed in 1872; England had to wait till 1906. But the development both in 
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scale and method has been greatest here, and it is with the English conditions 
that this book is primarily concerned. As regards its extension to the U.S., 
the conclusion of the author is that ‘‘in the present American context public 
trusteeship is not a foreordained institutional development. It is not even a 
crying need of our tribe. But it is one clear path to trust improvement inviting 
enterprising public leadership.’’] 


Jackson (F. A.). Price-Level Stabilization through Monetary 
Control. New York: University Press, 1942. 9’. Pp. 19. 


[This isa summary of a Ph.D. thesis. Dr. Jackson concludes that the monetary 
steps had little importance in promoting recovery between 1933 and 1939. His 
arguments here may be unduly compressed. It is doubtful whether they will 
wholly convince most observers. | 

Kocn (A. R.). The Financing of Large Corporations, 1920-39. 
New York: National Bureau of Economic Research, 1943. 9’. 
Pp. xv + 141. $1-50. 

[This study is parallel to that by Dr. Merwin on the finance of small corpora- 
tions, noticed in the last issue of the Economic JouRNAL. The data was obtained 
—. from published sources, partly from studies by the Harvard Bureau of 

usiness Research. Large corporations, with assets above 5 million dollars 
** constitute only a little over 1 per cent. of the total number of corporations, but 
they are responsible for almost 50 per cent. of all business done.’’ There are three 
main sources of capital: short-term borrowings; funds retained from operations; 
security sales. Fora sample of large manufacturing corporations (as distinct from 
trading corporations) the average annual volume of security sales was $311 
million, of which $109 million represented new funds. The average annual total of 
funds retained from operations was $771 million, of which $177 million were 
undistributed earnings. The use of short-term borrowings fluctuated greatly 
according to the state of trade. Over the two decades as a whole there was a 
net decline in the volume of short-term borrowing. | 

KuuiscuHer (E. M.). Jewish Migrations; Past Experiences and 
Post-war Prospects. New York: American Jewish Committee, 
1943. 9’. Pp.51. 20 cents. 

[In this study of Jewish migrations Professor Kulischer brings hope to those 
to whom the problem of ‘‘ what to do with the Jews after the war ’”’ seems well- 
nigh insoluble. He shows how, in the past, migrations have materially assisted 
the Jewish people, and how immigration has often done much for the country 
prepared to receive the refugees. After the present struggle is over the Jews who 
have been forced to leave their homes will be only a proportion of the vast number 
of those whom Germany has banished or transported; but Professor Kulischer 
considers that, if we act in accordance with the principles declared by the United 
Nations, the problem will not be beyond our powers. It then becomes, not ‘“‘a 
refugee problem,”’ but ‘‘ a problem of rational redistribution of working power.”’] 


Macuuup (F.). International Trade and the National Income 
Multiplier. Philadelphia: Blakiston Company, 1943. 84’. Pp. 
xvi + 237. $3-50. 

[Reviewed in this issue.] 

MENDERSHAUSEN (H.). The Economics of War. New York: 
Prentice-Hall, 1943. 9”. Pp. xiv + 390. $3-35. 

[This is a new edition of a book which first appeared at the end of 1940. 
It starts from resources: man-power, raw materials and basic industries, and & 
rationalised economy. It then distinguishes three stages of the war economy : 
**guns and butter,’”’ ‘‘ more guns less butter,’’ ‘‘ guns and dry bread.’’ This 
involves the expansion and conversion of war plant, priorities and allocations of 
materials, price control, man-power directions, war finance and contraction of the 
civil sector, control of foreign trade. This book is most interesting as showing 
the increasingly realistic outlook of American economists on problems of the war 
economy. It can (unlike most such books) be read with profit by those who are 
operating a war economy, as well as by those who enjoy theorising about these 
problems. } 


Movtton (H.G.). The New Philosophy of Public Debt. Washing- 
ton, D.C.: Brookings Institution, 1943. 7”. Pp. vi+93. $1-00. 


[There are few economists, probably, who feel that we yet know all that there 
is to be known about the fiscal and economic problems of maintaining full- 
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employment over a long period of years by deficit-budgeting and similar methods 
of stimulating demand by Government spending. Dr. Moulton takes as his text 
recent proposals of the National Resources Planning Board and the writings 
generally of Prof. Hansen. He is too anxious to deny and too inclined to treat 
all arguments from an ex parte standpoint to convince most readers. But he is 
himself convinced that a large public debt is in some not very clearly defined 
sense related to inflation. He argues the difficulties of control of inflation in 
war-time and insists that ‘‘ in time of peace the control of inflation at the stage 
of full employment would be even more difficult than in time of war.’’ Why? 
we may ask. Is it clear that in war-time we are content to stop at the stage of 
what we should in peace-time regard as full employment, and not to extract the 
last few units of output which are, if not carefully controlled, violently infla- 
tionary? Dr. Moulton maintains that ‘“‘ with unlimited debt expansion we 
cannot prevent inflation without the use of totalitarian methods of control. .. . 
The choice is between regimentation and inflation.’’” Emotional statements of 
this kind require more proof than this book adduces.] 


Normano (J. F.). The Spirit of American Economics. With a 
supplement, The Development of Canadian Economic Ideas, by 
A. R. M. Lower. New York: John Day Co., 1943. 9’. Pp. 251. 
$3-50. 


[To be reviewed.] 


Ratner (S.). American Taxation. Its history as a social force 
in democracy. New York: W. W. Norton, 1942. 94’. Pp. 561. 
$4-50. 

[This large study deals with the fiscal history of the United States from 
1787 to 1942. It describes the particular taxes used to meet the financial needs 
of the U.S. government at different times. It is historica] in treatment and 
descriptive rather than analytical and critical. Personalities as well as theories 
play an important part. Within these limits it will be an invaluable source of 
information with regard to the history and policy of U.S. Government finance.] 


Taytor (H. C.) and Dewrrs (ANNE). World Trade in Agricul- 
tural Products. New York: Macmillan Co., 1943. 8}. Pp. 
xiii + 286. $3-50. 


[To be reviewed. ] 


TomasEvicH (J.). International Agreements on Conservation of 
Marine Resources. Stanford, California; Food Research Institute, 
1943. 9”. Pp. xi+ 297. $3-00. 

(This monograph starts with four chapters on fisheries research, on fisheries 
and international law, on the problem of conservation, followed by certain con- 
cluding observations. It then proceeds to three special studies—the first con- 
cerned with fur seals, the second with the Pacific halibut, the third with the 
Fraser River Salmon.] 


Woytinsky (W. S8.). Earnings and Social Security in the United 
States. Washington: Social Science Research Council, 1943. 9”. 
Pp. xiii + 260. $2-50. 

[To be reviewed. ] 

Egyptian. 


GrRunwaLD (K.). Industrial Credit Survey, 1919-1939. Cairo: 
Imprimerie Nationale, 1942. 10”. Pp. 173. P.T. 40. 


{It is not altogether easy to describe as a whole this curiously amorphous 
book, which possesses neither title page, list of contents, introduction nor preface. 
The author is mainly, but not exclusively, concerned with the gap in the supply 
of industrial capital revealed by the Macmillan Committee’s Report in 1931— 
the provision of industrial finance for the small and medium-sized business which 
is too small to have recourse to the ordinary capital market through the Stock 
Exchange. This gap is particularly serious in undeveloped countries, where 
banks and other financial houses are necessarily both poorer and less highly 
organised. This book studies the problems in almost all countries, large and small, 
with any appreciable industrial production.] 
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South American. 


Keynes (JOHN MAYNARD). Teoria general de la ocupacién, el 
interés y el dinero. Mexico: Fondo de Cultura Econdémica, 1943. 
83”. Pp. 379. 

[The General Theory of Employment, Interest and Money is now available in 
Spanish. ] 

Spanish. 

Lorrz (J. L.). La Epoca del Mercantilismo en Castilla (1500- 
1700). Madrid: Real Academia de Ciencias Morales y Politicas, 1943. 
10”. Pp. 161. 

[La Epoca del Mercantilismo en Castilla (1500-1700) is based on an address 
to the Spanish Academy of Moral and Political Sciences delivered on the occasion 
of his admission by D. José Larraz Lopez. His general conclusions on the 
Spanish economy and its course do not differ greatly from those of Hamilton, 
Haring Klein, Usher and Habler, to all of whom he acknowledges his indebted- 
ness. In a most interesting section (pp. 67-81) dealing with the thinkers of 
Salamanca he argues that Fray Tomas de Mercado’s Tratos y Contratos de 
mercaderes y tratantes of 1569 and other works of theirs anticipated Bodin’s 
famous argument about American treasure and prices, and handled the problem 
with more analytical skill. An equally interesting section (pp. 81-110) deals 
with contemporary writers on Spanish economic policy, including the Spanish— 
German Struzzi who argued in 1624 that, by the law of nature, ‘‘ el comercio 
debe ser libre por todo el mundo generalmente,’’ and such typically ‘‘ mercantilist ’ 
writings as Luis Ortiz Memorial al Rey of 1558. The general conclusion is that 
there was more critical and judicious thought than a prevalent conception of 
Spain as a mere laboratory of mercantilism might suggest. The study ends with 
a discussion of the policies which Castille might have followed to her advantage. 
The whole forms a welcome contribution from Madrid to a problem of permanent 
interest to historians and economists. } 


Swiss. 


SacHse (O.) and Ramp (H.). Geld und Schulden. Zurich : 
Europa Verlag, 1943. 84”. Pp. 92. 


[This is a study of the basis of monetary systems. Oscar Sachse was author of 
The Socialisation of Banking, published by Messrs. Macmillan in 1933.] 


Official. 
BRITISH. 
StockpaLE (Str Frank). Development and Welfare in the 
West Indies, 1940-1942. London: H.M. Stationary Office, 1943. 
93”. Pp. 93. 1s. 6d. 


[To be reviewed. } 


SoutH AMERICAN. 
Anuario estatistico do café, 1939-40. Rio de Janeiro: Depart- 
mento Nacional do Café. 103”. Pp. xcii + 1369. 


INTERNATIONAL LABOUR OFFICE. 

Labour Problems in Bolivia. Montreal and London: Inter- 
national Labour Office, 1943. 9’. Pp. 45. 2s. 

[This is the report of a commission of inquiry, instigated by the Bolivian 
Government and conducted jointly by them and the U.S. Government, into 
conditions of life and work, and the possibilities of their improvement, in Bolivia, 
which supplies the U.S. with various essential strategic materials, the principal 
of which is, of course, tin. The report covers education, freedom of associative 
and collective bargaining, minimum wage regulations, hours of work, social 
insurance, methods of recruitment of labour, housing, health, and co-operative 
activities. ] 
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